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S. 1086, THE TELECOMMUNICATIONS 
INFRASTRUCTURE ACT OF 1993 



WEDNESDAY, JULY 14, 1993 

U.S. Senate, 
Subcommittee on Communications of the 
Committee on Commerce, Science, and Transportation, 

Washington, DC. 
The subcommittee met, pursuant to notice, at 9:30 a.m. in room 
SRr-253, Russell Senate Office Building, Hon. Daniel K Inouye 
(chairman of the subcommittee) presiding. 

Staff members assimed to this hearmg: John D. Windhausen, 
Jr., staff counsel, and Kevin M. Joseph, professional staff member; 
and Regina M. Keeney, minority senior staff counsel, and Mary P. 
MdManus, minority staff counsel. 

OPENING STATEMENT OF SENATOR INOUYE 

Senator Inouye. This morning's hearinjp^ will explore S. 1086, the 
Telecommunications Infrastructure Act of 1993. This bill was spon- 
sored by Senator Danforih and myself. The purpose of this hearing 
is to aid the committee in understanding how this bill will affect 
the telecommunications market, and to discuss improvements to 
the legislation. 

Although there are a number of disagreements about the issues 
involved in this bill, tiiere is one issue on which there is no ^s- 
agreement: Everyone agrees that this Nation needs to promote the 
growth and development of an enhanced high quality, universally 
available telecommunications network. 

Rural residents believe that an enhanced network will give them 
access to more advanced health care, and provide greater opportu- 
nities for economic growth. Inner city residents want access to a di- 
versity of information at low cost. Handicapped persons believe 
that telecommunications can compensate for their disabilities. 
Business users want more sophisticated telecommunication serv- 
ices that will enable them to communicate around the world, to 
support their global competitive efforts. 

In short, virtually every consumer group, every participant in the 
telecommunications industry, and every State and local govern- 
ment is demanding that Congress pay greater attention to the po- 
tential economic and social benefits of advanced telecommunication 
services. 

The administration has indicated an enhanced telecommuni- 
cations infrastructure as one of its top priorities. And this bill, the 
Telecommunications Infrastructure Act, is our response to this na- 
tional call for coordinated infrastructure policy. 

(1) 
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Of course, disagreement abounds as to how to achieve this goal. 
There are those who would have the Federal Government pay for 
the installation of certain technolo^es. Under today's fiscal con- 
straints, Government funding on this massive scale is unrealistic. 
Others would choose to deregulate the telecommunications indus- 
try. While deregulation can, m certain cases, promote substantial 
consumer benents, most observers agree that blanket deregulation 
does not serve the interests of the consumers; or, in the long run, 
the industry. 

This bill chooses a more moderate course that relies on the pri- 
vate sector to make investments in the telecommunications intra- 
structure, based upon consumer demand. The bill we are here to 
consider would recognize Ihat Government can provide a euiding 
hand, by encouraging the private sector to invest in a way tnat en- 
sures that all consumers may obtain the benefits of these new serv- 
ices. 

The principal means chosen to promote infrastructure develop- 
ment under this bill is to promote competition to local telephone 
services. Clearly, competition has worked for telephone equipment, 
and competition is working for lone distance services. Consumers 
now benefit from cheaper prices ana more innovative products and 
services, because market rorces operate in these two sectors. It is 
now time that consumers of local telephone services should obtain 
the same benefits of competition that are eiyoyed l^ long distance 
customers and buyers of telephone equipment. 

In return for opening the local telephone market to competition, 
this bill permits the telephone companies to enter the market for 
cable television service. While I have had my doubts about the wis- 
dom of allowing the telephone companies to provide cable services 
in the past, there is no question that greater competition for cable 
service would promote consumer welfare. 

There are a number of other provisions in this bill, that deserve 
extensive scrutinv. These issues are not eas^ to digest, and require 
a great deal of nirther analysis. Mr. Chairman, your comments, 
please. 

OPENING STATEMENT OF SENATOR HOLUNGS 

The Chairman. Toda/s hearing is on S. 1086, introduced hy Sen- 
ators Danforth and Inouye. The sponsors of this bill intend for it 
to promote competition among the local phone companies in order 
to spur greater investment in the Nation's telecommunications in- 
frastructure. The bill also would allow the telephone companies to 
enter the cable television business. The bill does not let the Bell 
Companies into lone distance or manufacturing. This legislation 
clearly raises several important issues about the future of our com- 
munications network. 

I agree that competition is a worthy goal. Competition in a free 
market usually results in growth and development. However, I 
have seen the downside of just relyine on competition as well — air- 
line deregulation is one such example. Furthermore, I have seen 
the problems with deregulation for the sake of deregulation. For 
the past 12 years, we have had two different administrations that 
tried to deregulate everything, with no regard for the harm to the 
public interest from markets where effective competition does not 
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or will not exist. We need to keep in mind the interests of coiisun!^ 
ers throughout the country in an efficient and affordable commu- 
nications network. 

Our telecommunications industry is one of the most successful 
industries in the world. For years, the telephone companies have 
provided Americans with quality, dependable telephone service at 
affordable rates. Telephone service always has been guaranteed on 
a universal basis no matter where an individual Uves or what level 
of income that person earns. It is available on a ubiquitous, non- 
discriminatory basis for one reason — because we have imposed this 
obligation on the local telephone company, and not because of the 
firee market. The Government's agreement with the local phone 
companies is simple — ^if a company provides telephone service to 
everyone who wants it, the Government will grant it special status 
with a local franchise. The system has served all of our constitu- 
ents well. 

Nevertheless, the world is changing. Technology has provided the 
capability and economic incentives tor companies to compete with 
the local telephone companies. The need and opportunities for in- 
creased communications services grow almost daily, it seems. 
These interests have led to the introduction of S. 1086 and this 
hearing today. I look forward to the testimony of the witnesses. 

Thank you, Mr. Chairman. 

Senator Inouye. Thank you, Mr. Chairman. I am nleased that 
we have assembled this morning a diverse array of^ expert wit- 
nesses, so that we may receive their input on how this bill will af- 
fect the market for telecommunication services. And I appreciate 
the willingness of these witnesses to cooperate with the committee 
in exploring these issues, and I look forward to this testimony. 

I am pleased now to call upon the vice chairman of this commit- 
tee. Senator Packwood. 

OPENING STATEMENT OF SENATOR PACKWOOD 

Senator Packwood. That is the first time I knew that, Mr. 
Chairman. 

Senator Inouye. On my committee you are vice chairman. 

Senator Packwood. You learn something new every time you gp 
home. On the trip during the July recess, in talking with a phjrsi- 
cist, he told me about an optical illusion. And that optical illusion 
is that on any kind of an incline, if you are standine at one end 
of it, it seems less steep looking down at it than it does standing 
at the other end looking up at it. 

So that when aiwone talks about a level playing field, it depends 
upon which end of the field they are standing on. And if they are 
standing at the bottom, it looks much more tilted against them 
than if you are standing at the top looking at it tilted for you. 
Which probably hinders us in attempting to define what a level 
playing field is. Because all of the parties and participants who are 
interested, are standing in different locations. 

I think we know what we mean, in terms of local telephone serv- 
ice. We, in essence, would say, "Have at it. We will let you all in. 
We will let the cable companies in, we will let the MCI s and the 
AT&T's in. We will let the local Bells in. We will let everybody in, 
to compete on a level playing field.** 
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And yeL some of the participants would say^ '^ell, it is not level, 
if some or us have to provide universal service and others do not 
It is not level, if some of our service is regulated, and we provide 
a disproportionate amount of that service; and others who are cher- 
rypicking," as the argument would be, "'are not regulated, and do 
not have to provide service. Therefore, it is not a level playing 
field." 

I think the bill that the chairman and Senator Danforth have in- 
troduced is a good start My State of Ore^n, I think in this session 
of the legislature, will enact a bill directmg the public utility com- 
mission to open up local phone service to competition. The bill has 
passed both the house of representatives and the State senate and 
it should be signed l^ the Governor within the next 2 weeks. 

So, we all start out with the same ^oal. Whether we set out with 
the same definition of a playing field is another matter. And I look 
forward, Mr. Chairman, to these hearings, to see if we can conceiv- 
abW reach agreement on that definition. 

Senator Inouye. Thank you very much. Senator Stevens, do you 
have a statement? 

Senator Stevens. Well, I see the cosponsor is here. I would be 
happy to yield. I would vield to Senator Danforth. 

Senator Danforth. I do not have a prepared statement, Mr. 
Chairman. I appreciate the holding of the hearing, and the expedi- 
tious way that you are handling this; ^our great leadership of what 
I think is one of the really important issues, the big issues that is 
before this Congress. So, I thank you very much. 

OPENING STATEMENT OF SENATOR STEVENS 

Senator Stevens. Mr. Chairman, I agree with Senator Pack- 
wood. This is a eood start. And I look forward to these hearings. 
As in the case of the bill that you had, that I raised the spectrum 
issue on, I intend to raise several issues on this one. 

One of the migor issues, in my opinion, is: How can the FCC do 
all these things we are telling them to do, in the timefi^me that 
it must be done in order to keep up with this technological revolu- 
tion that is going on, this tumbling technology that is taking over 
the telecommunications area? 

I think we need some innovative fimdine concepts involved in 
this bill, that will enable the FCC to have tne money, and not be 
sufcgect to the appropriations or the tax policies that have to be 
passed periodically to keep them having the fimding to do the job. 

I also think that we have got to take a look at the, instead of 
levelinjg the pla^g field, determining the rate of access to the field 
bv various portions of the industiy . Because I do not think they can 
all get on the field at the same time, without tilting it one way or 
tJie odier. And in my opinion, it is uie definition of access that is 
going to really have to be worked out, to make this a fair bill. 

But I look forward to woiking withvou. I hope to be a cosponsor 
of it, by the time it goes to the floor. Tnank you. 

Senator Inouye. Thank you. Senator Lott. 

OPENING STATEMENT OF SENATOR LOTT 

Senator Lott. Thank you. Mr. Chairman. I was just looking over 
the witnesses and the panels that we are going to nave today. This 
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is certainly going to be most interesting; I am looking forward to 
it. 

And I want to welcome these panelists in advance, and commend 
Senators Danforth and you, Mr. Chairman, for the work that you 
have already done in trying to develop a framework that will stim- 
ulate investment in these information highways of the future. I 
personally think this is the most dynamic part of the future and 
our economy, in the United States. 

So, it is an exciting area that is goine to provide just mind-bog- 
gling developments in long distance learning, health care, in- 
creased economic efficiency, all numbers of technology; and in par- 
ticular, I think it is going to be helpful to a State like mine where, 
through the technology we are going to develop here, we can bring 
better teaching and better healtn care to our rural and poor areas. 

So, it is an exciting field, and I am just delighted that you are 
having this hearing, and the work that has been done. I look for- 
ward to hearing the panel. 

Senator Inouye. Thank you. Senator Gorton. 

OPENING STATEMENT OF SENATOR GORTON 

Senator Gorton. Mr. Chairman, I, too, think that this is a vi- 
tally important hearing. The direction of creating more competi- 
tion, in one of the most dynamic of all of our technological fields, 
is a worthy one. The complexities are intense, and we are at the 
bec^nnine of that upward climb, as Senator Packwood put it, our- 
selves, of a learning experience to try to do this job right. 

Senator Inouye. Senator Bums. 

OPENING STATEMENT OF SENATOR BURNS 

Senator Burns. Thank you, Mr. Chairman. I have a prepared 
statement I would like to enter in the record, if I might at tiiiis 
time. 

Senator Inouye. Without objection. 

[The prepared statement of Senator Burns follows:] 

Prepared Statement of Senator-Burns 

Mr. Chairman, let me commend you and Senator Danforth for your leadership in 
introducing this infrastructure bill and holding expeditious hearings. As you both 
well know, I was talking about telecommunications and information infrastructure 
lon^ before it was popular to do so. As a result, it is with a great deal of pride and 
satisfaction for me to see the Senate Commerce Committee turn its attention to this 
imnortant national policy issue. 

Today in America, we are witnessing the dawn of a new era — a digital, multi- 
media era. As a result of breathtakingly rapid technological developments in the 
computer software and hardware, consumer electronics, and cable television and 
telecommunications industries, a true revolution in the delivery of entertainment, 
information, transactional and telecommunications services is at hand. Throu^ a 
confluence of interests, this digital, multimedia technology revolution will bring to- 
gether a broad cross-section of industries that have heretofore considered them- 
selves unrelated* 

Over the balance of this decade and into the 21st Century, this digitization 
I>henonenon will revolutionize the communications industiy, have profound implica- 
tions for the consumer electronics, entertainment and computer industries, and 
change our way of life forever. 

The U JS. Congress and new Clinton/Gore Administration has a golden opportunity 
to be America's new hiffh-tech pioneers — an opportunity to explore the new Amer- 
ican frontier of hi^-tecn telecommunications and computers that will be unleashed 
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throuf^ the deployment of hair-thin, glass strands of fiber optic cable and the crack- 
linff of radio spectrum fineqnencies. 

By taking bold, forward looking actions to accelerate the deployment of advanced 
telecommunications and infonnaaon netwoiks— a Natk>nal Information Infrastruc- 
ture—we could maikedly improve our international competitiveness posture and 
dramaticaUy spur domestic economic growth, productivity and job creatM)n. Further- 
more, throu|^ advanced educational, health care and other soaal services made pos- 
sible with advanced telecommunications and information technology, we can estab- 
Ush a quality of life for all Americans whidi is unparalleled in our nation's previous 
history. Ana throuc^ increased use of "telewoik" or '^lecommuting^ we wiu reduce 
our reliance on foreign sources of oil, have a positive inq>act on environmental con- 
cerns and help parents deal with child care and other family concerns. 

Yet, as Amenca stands at this critical crossroads — the dawn of a new, revohition- 
aiy era in hi^ technology, entertainment, information and telecommunications — we 
continue to operate under an antiquated regulatoiy scheme built for a world in 
which order and stability were the watch woras rather than this new digital. Infor- 
mation Age which should aoconmiodate and accelerate innovation and change. 
Progress is being stymied and hobbled by a morass of l^gal and regulatory bturriers 
which continue to segment and balkanize the telecommunications and ixuormation 
industries into protective enclaves. 

Legislationn designed to amnessively move America forward in developing a fea- 
ture-ridi, state- oT-the-art National Information Infrastructure would include, 
among other matters: (1) opening the local telephone exchange to greater competi- 
tion in conjunction with greater regulatory freedom and flexibility for the local tele- 
phone companies to offer advanced services; (2) expanding and redefining universal 
service; (3) promoting regulatoiy symmetry so that entities providing similar serv- 
ices are regulated or de-regulated in a siinilar manner; (4) developing intenx>nnec- 
tion and interoperability standards and protocols so that different netwoiks and sys- 
tems interconnect and woik as one: (5) protecting privacy and intellectual property 
ri^ts: (6) crafting tou^ enforceable safeguards to ensure that local information 
providers have access to and reasonable rate for the information hi^ways; (7) creat- 
ing a competitive bidding system for radio spectrum assignments; (8) permitting 
greater flexible spectrum use so that spectrum is made available without imposing 
crimped, narrow limits on what it will be used for (by doing so, services will evolve 
far beyond original expectations as the cellular success stoiy clearly demonstrates). 
In addition, we could propose speciflc legislation dealing directly with distance 
learning, telemedicine and telecommuting. 

I look forward with great anticipation to today's testimony. Again, thank you, Mr. 
Chairman. 

Senator Burns. I want to congratulate you and Mr. Danforth for 
coming forward with this situation. I am certainly glad that, as 
Senator Gorton would say, that we are beginning. It seems like we 
began about 4 years ago, when we started talking about competi- 
tion in the field, and offering ideas that would expand, or to lay the 
groundwork or the framework of a national infrastructure for tele- 
communications. 

This is not a new subject for us, as you know that Senator Gor- 
ton and I had 1,200 last year that went along the same Unes, but 
had some firewalls, ^d I want to congratulate Senator Danforth 
and Senator Inouye, how they have taken this issue and have stud- 
ied it over time, and now have come to realize that, yes, this is 
something that has to be done for die good of this country. 

I have long advocated this, because we have already started in 
my State of Montana, in the areas of distance learning, in 
telemedicine, in the areas that were never gone into before or used 
before; because of a vision that we had for our own State of Mon- 
tana, that this industry covers great distances. And it is important 
to rule America in the areas of learning and education, and in 
rural health. 

But it is also a necessity for our inner cities, where we have de- 
clining tax bases, where we have to share teaching resources and 
medical resources for the people, and we have to stimulate minds 
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to break those bonds that hold us sometimes in areas where we 
just do not want to be held. 

So, I congratulate ^ou, and I hope to be a cosponsor of this legis- 
lation, too, Defore it is all over. There are some thines that we can 
fix, and we are going to talk about. But I congratulate our chair- 
man and our ranking member, for bringing this issue to the fore- 
front. No other, I do not think there is any other issue before this 
Nation, has as much vision for it, for infrastructure, than this one 
does. So, I congratulate you, and thank you very much. 

Senator Inouye. Thank you very much. I think it would be ap- 
propriate to acknowledge at this point that Senator Bums has been 
the prod, that has brought us to this point here. And we appreciate 
that veiy much. 

At this time, I would Uke to have a 6-minute video show, pre- 
pared bv the Computer Systems Policy Project. It will give us, in 
a capsule form, what we are considering today. 

[A video was shown.] 

A Voice From the Audience. Hello, I am John ScuUey, chair- 
man of Apple Computer, and also chairman of the Computer Sys- 
tems Policy Project. The video that you are about to see dem- 
onstrates how a national information infrastructure will benefit all 
Americans: Education, health care, scientific research, communica- 
tions, and business and industry. 

Mr. ScuLLEY. During the growth of the Industrial Age, national 
links were built to move people, goods, and raw materials. Now, 
America is entering the Information Age, and a new infi*astructure 
is needed. Just as interstate highways were crucial to our postwar 
development, national data links are necessary for our growth in 
the 21st centuiy. 

The answer is a new infrastructure connecting the U.S. informa- 
tion and computing resources, a national information infrastruc- 
ture. 

Just pull it out, and fast forward to those things. 

I think we can handle that. 

This is a computer visualization, showing the airflow structure of 
a thunderstorm, an example of the new visual forms of data han- 
dled by today's computers, an example of the power of today's 
supercomputers; and the supercomputer of today will be the per- 
sonal computer of tomorrow. 

In a recent demonstration, a high-speed data link connected an 
Illinois supercomputer to desktop computers on a stage in Boston. 
Two scientists, separated by one-half a continent, shared the 
supercomputer, to analyze the structure of a galaxy. 

Computer experts have developed future scenarios, showing how 
the national information infrastructure could deliver high penbrm- 
ance computing power to industry; for U.S. scientists and engi- 
neers; to students, no matter how far they might be from learning 
centers; to researchers, already finding problems growing too com- 
plex for their own local resources. 

If I try to address of how much computer power, flexibility is re- 
quired to study and understand the human body, it is very easy to 
sav, there is no upper limit. And that has drawn our group and 
otner cproups into the use of supercomputers. We cannot aflbrd to 
have tnem in our own backyard. We need the best. 
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The national information infrastructure could bring the advan- 
tage and power of hi^ii performance computing, now accessible to 
onhr a few, into any oince or laboratory in America. 

This is the medical library at the national Institutes of Health, 
one of our hundreds of extensive information resources. The infor- 
mation infrastructure would make libraries like this accessible, in- 
stantly. Nationwide. 

Future scenarios show how data could be delivered in quickly un- 
derstandable forms, like audio and video. Emergen^ medical per- 
sonnel could have instant access to life-saving medical data. Doc- 
tors could collaborate across the networks from anv location, urban 
or rural; access data on complex cases; share CAT scans and other 
diagnostic information. 

Business also could find national trend data, or stay abreast of 
Government regulations. Picture files and video would oe instantly 
available for communication and education. The information infra- 
structure would help us realize the full value of our stored informa- 
tion resources, and open them to use, nationwide. 

Excuse me. Bill Gilbert is calling bietck. 

Television and computer technologies are merging, to support col- 
laboration across any distance. There is an enormous amount of in- 
formation in screens like these, and it takes a high-speed netwoik 
to transmit it. But once the infrastructure is in place, the Nation 
has a new, more effective way of woiking. Of course, it would have 
instant impact in the communication business; it would also great- 
ly improve business communication, and academic research. 

The information infrastructure would make the country informa- 
tion efficient; givine^ people in all walks of life access to the advice 
and data they need; in forms they could immediately understand 
and use. That is the power in the national information infrastruc- 
ture. It delivers information in the many forms computers now use 
every day. 

There is no place in the world that could have more than we 
could have; ana have a little rural town called Hickman, with less 
than 2.000 people^ with a hig^ school of less than 260. And we can 
have tne same things that anvbody could have anywhere, plus get 
to live out in the countiy and oreatne clean air. 

Test projects with networks already show real promise in edu- 
cation. Linked computers bring rural students information re- 
sources they could not get any other way. Video links brine gifted 
teaching into several widespread classrooms simultaneously. Na- 
tional Geographic's Kids Network creates computer collaboration 
for elementary school science students. All of tnese programs are 
working to bring rich information resources closer to students. 

We need to prepare teachers to use the many resources that the 
information infrastructure will bring to the classrooms of the near 
future. A student in Minneapolis could use the Shakespeare Ar- 
chives of the Folger Library m Washington, DC. All the resources 
in the U.S. Geological Survey could brine 3-dimensional computer- 
ized maps and simulations into an open classroom. 

With the new uses of wireless communication, students of any 
age or need would have access to new kinds of help. Elderly Ameri- 
cans, just startin^r to reach out today, would have access to a whole 
world of communication, all from their homes; better monitoring for 
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health and security; easy, intimate communication with family and 
friends. 

The national information infrastructure would provide America's 
students and elderly with information in forms they need today. 
This is a country veiy rich in information resources. The informa- 
tion infrastructure will make these resources more accessible; easi- 
er to use; and more productive. They will create an environment 
for nationwide collaboration. 

Industry, academia, and Government are already cooperating. It 
is a beginning. Now, we need to build a real momentum to make 
this vision a reality. The national information infrastructure is crit- 
ical for America's niture. 

For all Americans to realize these benefits, a national informa- 
tion infrastructure must be built. The computer assistance policy 
project calls upon the new administration and the new Congress to 
work with us and with other industries to make the information in- 
frastructure a national priority and building it a national tech- 
nology challenge, to dedicate the Government resources needed to 
coordinate this effort and to work with industry on key public is- 
sues, to pursue an ambitious research agenda including demonstra- 
tion projects to provide the foundation for the information infra- 
structure. 

By working in partnership, industry and Government can build 
this infrastructure, the key component toward dramatically improv- 
ing how Americans live and work, how we educate ourselves and 
our children, and how we build industrjr and how we do business. 
We need this infrastructure to bring us into the 21st century. It is 
1993, and we have to start building it today. 

Thank you for watching, and I nope you join us in looking for- 
ward to the future. 

[End of videotape.] 

Senator Inouye. Now, we will proceed with the live show. Our 
first witness is the president of the Council on Competitiveness, 
the project director of the 21st Century Information Infrastructure 
Project, Mr. Daniel Burton. Before we proceed. May I call on Sen- 
ator Exon for a statement? 

OPENING STATEMENT OF SENATOR EXON 

Senator Exon. Mr. Chairman, thank you very much. I certainly 
want to congratulate you, and I am looking forward to the testi- 
mony by the witnesses today on this extremely important matter 
that we are wrestling with here. If it were not for your leadership, 
Mr. Chairman, we would not be at the point here of becdnning 
some important discussions, I think, which are going to nave a 
great deal to do with what happen in the future and the whole tele- 
communications industry. 

Certainly, you and Senator Danforth have sparked debate, mean- 
ingful debate, much needed debate, on the future structure of 
America's telecommunications industry. No other sector of our 
economy holds more hope for jobs creation, productivity improve- 
ment, education enhancing the American way of life than what the 
subcommittee is tackling here today. 

In the next century, quick, comprehensive, and affordable access 
to information and creation of intrastructure to facilitate that ac- 
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cess will revolutionized American life much in the same way the 
assembly line revolutionized American life in the days of Heniy 
Ford. 

The challenge is to maximize the benefits and opportunitv for the 
American consumer, the economy, and the worker with the mini- 
mum expense to the American taxpayer. Certainly, I congratulate 
the authors of S. 1086, and a^ain, I emphasize that the debate that 
we are starting here today is extremely important. However, at 
this juncture I nave not yet been in position to endorse their legis- 
lation. It seems to me that some changes are needed to be made. 
But once again, I emphasize the debate is extremely important in 
the view of this Senator. 

It is interesting to me that all sides in the information debate 
say that ihey are the ones who represent fair competition. But 
none can agree on what fair competition really is. The bottom line, 
Mr. Chairman, it seems to me is what is best for the American 
consumer who is gping to pay the bills, whatever type of an infra- 
structure we have in telecommunications in the future. 

As I listen to today's testimony, I will continue to search for a 
formulation of policy which represents a grand compromise, if you 
will, that is obviously necessary in the new information age, one 
that will promote fair competition but assure that rural ana small 
communities have access to advanced technology. 

Senator Grassley and I have introduced legislation specifically 
aimed at helping rural and smaller phone systems share in tech- 
nology advancements, and have appreciated the support of many 
members of this committee in that etfort. 

I look forward, Mr. Chairman, to working with you and my other 
colleamies to find that compromise and to move America ahead to 
a brignter telecommunications future. 

Thank you, very much. 

Senator Inouye. Thank you very much. Senator Exon. Senator 
Rockefeller. 

OPENING STATEMENT OF SENATOR ROCKEFELLER 

Senator Rockefeller. Mr. Chairman, I will put my statement in 
the record. 

It is, as I gather previous ones have been, of a general nature, 
and so obviously I am interested in what happens in rural areas 
and I want to see us move forward strongly on information high- 
ways and everything else. And so it is a carefully balanced state- 
ment, one that woiud not shed much light, which is what I pre- 
sume this hearing is all about. 

Senator Inouye. Your statement will be made a part of the 
record. 

[The prepared statement of Senator Rockefeller follows:] 

Prepared drATBMENT op Senator Rockepellbr 

I wish to commend Chairman Inouve and Senator Danforth for authoring and in- 
troducing the Telecommunications Infrastructure Act. 

This legislation has important goals. It is intended to promote competition in local 
telephone services and to increase investment. Its authors hope that the new invest- 
ment will contribute toward development of the new telecommunications tedi- 
nologies associated in popular discussion with the idea of the 'information super- 
hi^way." 
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If we can find a way to stiniulate such development, it could be an important ele- 
ment in reviving the American economy. It could start a new wave of innovation 
and growth, in a manner comfwrable to what railroad buildinfl did for our economy 
in the 19th centuiy. Of particular interest to me are such possibilities as more wide- 
spread access to health care and educational services and eiqpanded business oppor- 
tunities. 

The legislation raises complex issues regarding competition and regulation, State 
and Federal oversi^t, consumer interests and business interests, the differences be- 
tween urban and rural markets, and the options for ensuring that new technology 
is encouraged and made widel|y available. 

Over the last decade we have grown more sophisticated about maikets and de- 
regulation. We know that where it is possible, conq)etition remains key for economic 
growth and consumer welfare, but that deregulation must be undertcucen carefully, 
especiallly in rural areas. 

I look forward to the discussion of this bill. I look forward to woridng with all 
concerned to see if we can answer the questions and solve the problems raised by 
this legislation. Our soal is to open up for the American economy and the American 
people the benefits of a new age of innovation in telecommunications, while preserv- 
ing the achievements already attained. 

Senator Inouye. Senator Breaux. 

OPENING STATEMENT OF SENATOR BREAUX 

Senator Breaux. Well, thank you, Mr. Chairman. I will just be 
very brief. I see we saw a film on what technology can do. That is 
great and wonderfiil. The question is really who gets to do it. I 
mean, that is what we are really talking about I mean, which seg- 
ment of the industry gets to do what, and at what time and under 
what circumstances and what rules. 

I am almost at the point of becoming convinced that we are never 
l^oing to figure this thing out I mean, we are tinkering around try- 
ing to provide a little competition here, but not too much. And a 
little competition over here but not too much. I mean, I am even 
to the point of becoming frustrated with it and saying let everybochr 
compete. If you want to manufacture, go out and manufacture. If 
you can do it, do it. 

If you can compete on the local telephone service, by golly, get 
in there and do it. If you think vou can provide lone distance serv- 
ice and have the equipment ana the technology anathe know-how, 
go to it and let us make it work. I think that we are all wrestling 
with a great deal of frustration on how to provide competition but 
restrict it, which is sort of contradictory in terms. And I think that 
is why we have such a difficult problem here, and I want to com- 
mend Senator Danforth and our chairman for really trying to make 
a real effort at this and seeing how frustrating it is. 

But you all have certainly made a monumental effort of trying 
to provide the type of competition I have just suggested. Perhaps 
it is time to just say let everybody compete. I mean, that is what 
America is about 

Thank you. 

Senator Inouye. Thank you very much. Mr. Burton. 

STATE MENT O F DANIEL BURTON, PRESIDENT, COUNCIL ON 
COMPETITIVENESS; AND PROJECT DIRECTOR, 21ST CEN- 
TURY INFORMATION INFRASTRUCTURE PROJECT 

Mr. Burton. Thank you, Mr. Chairman. I am very pleased to be 
with the subcommittee today and pleased to discuss the views of 
the Council on Competitiveness on America's information infra- 
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structure. The council is a private, nonprofit, nonpartisan coalition 
of chief executives from U.S. business, U.S. labor, and U.S. aca- 
demia. It has one overriding objective: to improve the ability of 
^nerican companies and workers to succeed in world markets in 
such a way that we build rising standards of living here at home. 
We think uiat information infrastructure is critical to that task. 

In January 1993, the council launched a project on 21st centuiy 
information infrastructure that was unique, unique in that it 
brought together all of the megor players who are building and ac- 
tually using much of this infrastructure. Participating in this 
(>roject are cable companies, re^onal Bell operating companies, 
ong distance carriers, cellular pnones, computer hardware, soft- 
ware, and service companies, broadcasters, publishers, labor 
unions, and universities. 

These groups have very different and sometimes competing agen- 
das, but 1 think it is very noteworthy that they are all willing and 
committed to come together to try and develop the private sector 
consensus that is so important to informed and motivated public 
policy. And I would posit that a year or even 6 months ago it was 
very difficult to get this kind of momentum and this kind of com- 
mitment in the private sector to coming up with a consensus posi- 
tion which will make your jobs here in Congress that much easier. 

My comments this morning verj^ much reflect the consensus 
views of the council's advisory committee, reflected in the report we 
released in May entitled 'Vision for a 21st Century: Information 
Infrastructure." We do not have all the answers, and there are 
manv aspects of your bill that I would like to reserve comments on 
until we have really had a chance to develop a deeper consensus. 
But I think we have developed a framework and a perspective at 
the Council on Competitiveness that represents an important in- 
dustry consensus. 

We had hoped to have either John Youne, former CEO of Hew- 
lett Packard or Charles Vest, the President of MIT, who are 
cochairing our effort with us here today. Time and distance made 
that impossible. We then investigated the possibility of using infor- 
mation infrastructure to link them up witn this committee so that 
you could talk to them and interact with them, even over distance. 

Unfortunately, while the technology exists to do this, the infra- 
structure is not readily available. We did not have enough leadtime 
to pull together the consulting services necessary, to do the nec- 
essary paperwork or to get the equipment and the video, to say 
nothing of the cost. And so instead of having my two chairmen 
here, I nave a laptop computer and I have a television. 

Now, had we had the infrastructure, one of these mechanisms, 
or perhaps another one that we have not yet manufactured, would 
be able to plug into a socket, readily Unk up to Mr. Young and Mr. 
Vest in California and Massachusetts, and provide an opportunity 
for this committee to interact very directly with them and answer 
some of the key problems that you are dealing with. I think this 
is an example of the fact that the technology exists, the demand 
is there. In fact, g^ven enoiigh time we can string it all together, 
but it does not exist in a timely, cost-effective flexible, accessible 
wav that I think the American public and in fact this committee 
is looking for. Hopefully, in the fdture we will have a ^stem so 
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that in a hearing like this we can simply bring a device, plug it 
into the wall, and this committee will be able to easily interact 
with John Young or Charles Vest or whoever you think is appro- 
priate. 

I would like to focus on a couple of key questions that I think 
are behind the debate on information infrastructure today. First of 
all, where do we stand? The fusion of telecommunications and com- 
puting technology is setting the stage for an advanced information 
infrastructure that will literally transform the economy. Many of 
the expensive elements of this infrastructure are already in place, 
such as long cUstance fiber networks and computers. So are mil- 
lions of potential users. 

What is in short supplv is the ability of different parties to work 
together to define and deploy key elements and interfaces. While 
many of our competitors have chosen to rely on centralized Govern- 
ment planning to accelerate the deployment of information infra- 
structure, the United States has relied on demand-driven competi- 
tive policies and market forces, tempered by some regulatory re- 
straints. It is essential that we preserve this strength. 

In doing so, however, and I diink the committee recognizes this, 
we must not ignore the need for public policy reform. I would posit 
that the big question facing the American political system today, 
however, is not Government planning versus decentralized mar- 
kets, as some would characterize it in an international context. The 
United States has reaped enormous benefits from its market-ori- 
ented competitive strategy, and will undoubtedly continue to do so. 
Instead, the policy challenge before us is to fmd the appropriate 
balance of r^;ulation, competition, and cooperation. 

The secondquestion I would like to address is what is our vision? 
The information infrastructure of the 21st century, in fact, can be 
pretty easily defined. There is a consensus view that is widely 
shared: The information infrastructure of the 21st century will en- 
able all Americans to access information and communicate with 
each other easily, reliably, securely, and cost effectively, in any me- 
dium, voice, data, image, or video, anytime, anywhere. This capa- 
bility will enhance the productivity of work and lead to dramatic 
improvements in social services, education, and entertainment" 

The information infrastructure can be divided into four basic 
parts. First, a set of widely accessible and interoperable commu- 
nications networks; second, digital libraries information data bases 
and services; third, information appliances and computing systems; 
and, fourth, trained people who can build, maintain, and operate 
these resources. Each of these components is dependent on the oth- 
ers, and it is important to think of the infrastructure in terms of 
a system. 

The communications system is usually the piece of the infra- 
structure that receives the most attention. Interestingly enough, 
here, too, there is very broad consensus about what it is. The com- 
munications system of the future, like the network of today, will 
be made of wire, fiber, and radiowaves, or encompass all of these 
media. It will be a diverse collection of variable bandwidth digital 
interoperable interactive commercially provided organic networks 
that are easy to use and universally accessible. 
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The networks will be diverse because different networks have dif- 
ferent needs and characteristics. The^ will be variable bandwidths 
because they must carry not only voice but also image, video, and 
high speed data. They will be digital because of the ease and accu- 
racy with which digital information can be stored, transferred, 
moved, and managed. They will be interoperable because different 
networks need to communicate easily. They will be interactive be- 
cause of the need for point-to-point communication. They will be 
commercially provided because a competitive marketplace ensures 
the widest range of services and products to the greatest number 
of users at affordable prices and because private capital is needed 
for the investment. They will be organic because they will develop 
at different times and places, depending upon market needs. They 
will be easv to use so that they can serve the needs of the broad 
public. Ana they will be universally accessible because every Amer- 
ican should be able to utilize them. 

The next question I would like to address is what is the role of 
Government? We believe that Government's task is to help articu- 
late the national need for an advanced information infrastructure, 
to serve as a catalyst and coordinator, to bring U.S. telecommuni- 
cations regulations in line with new requirements and market op- 
portunities, and to make sure that its diverse R&D programs are 
well managed and designed to advance practical applications. The 
best way to enable the creation of an advanced information infra- 
structure is to let competitive forces work constructively in the 
marketplace. 

Before I conclude, I would like to address one more question, 
which is where do we go from here? We believe that more than any 
technology program, the regulatory framework in the United States 
will determine the face of America's information infrastructure. In 
many respects, the U.S. regulatory framework, particularlv in tele- 
communications, is a holdover from the 1930's. America's le^al and 
regulatory bodies are fragmented and have not kept up with ad- 
vances in technology. 

The best role for Government is the one that is least intrusive. 
Rather than try to pick winners among technologies or choose one 
technology platform, the Government should let market forces de- 
termine winners and losers. Government regulations should aim to 
create a playing field that allows for all interested parties to exploit 
market opportunities as competitiveness issues warrant. 

The policy context, therefore, should be industry-neutral and 
technology-neutral so that it promotes those appUcations that are 
efficient and affordable for individual consumers and companies of 
all sizes. Moreover, it should be structured so that it encourages 
systematic private sector investment. The immediate objective 
snould be to make users comfortable with the technology and appli- 
cations that the current network can readily deliver. 

In conclusion, from a competitiveness perspective, I would like to 
emphasize that we believe the stakes are very hi^. Advances in 
technology and the rise of international competition have made 
knowledge the new currency of the global economv. Superior 
knowledge is what gives nations an edge in world markets and al- 
lows them to create jobs and maintain nigh standards of living for 
their citizens, issues related to economic growth. Jobs and competi- 
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tiveness are therefore independently linked to questions about the 
information infrastructure that makes it possible to generate and 
share information. 

To a veiy large extent, information infrastructure will determine 
the comparative advantage of nations in the Information Age. In 
order to capitalize on a grewing reliance on information technolopy, 
we need to strive for a system that will make us more innovative 
and more productive than other nations. Ultimately, it is the abil- 
ity to harness technology in the form of practical applications that 
will determine international leadership in this field. 

Because it is impossible to predict the exact path that technology 
will follow or the products and services that consumers will de- 
mand, flexibility in market forces must be the hallmark of the U.S. 
approach. 

That is the conclusion of my prepared statement. I would also 
like to ask that our vision statement which elaborates on some of 
these themes be included in tiie record. 

[The prepared statement of Mr. Burton follows:] 

Prepared Statement op Daniel F. Burton, Jr. 

I am pleased to be able to diacuss with you the views of the Ck)uncil on Ck)mpeti- 
tiveness on America's information infrastructure. The Council is a private, non-prof- 
it, non-partisan coalition of diief executives from U JS. business, labor and academia. 
It has one overriding objective — to improve the ability of American companies and 
woi^ers to compete m world nuukets while building a rising standard of living at 
home. 

In January 1993, the Council launched a project on 2l8t Century Information In- 
frastructure that brings together the diverse parties who are actually providing and 
using the infrastructure. Participating in the project are cable companies, the re- 

glonal Bell operating companicsjong-distance carriers, cellular firms, oomouter 
ardware, software and service companies, banks, broadcasters, publishers, labor 
unions and universities. These groups have different— often competing — interests, 
but they are committed to woridng vnith the Council to develop the broad-based pri- 
vate se^r consensus that is so crucial to informed public policy. 

My oonmients this morning wiU reflect the consensus views of the Council's advi- 
soiy committee on information infrastructure. We do not have all the answers, and 
there are many aspects of your biU that I would like to reserve conmients on until 
the Council has had time to develop a deeper consensus on some of the critical is- 
sues. But we have developed a perspective and a frameworiL that represents an im- 
portant industry consensus. 

I had hoped that John Young or Charles Vest, Co-chairs of our Advisorv Commit- 
tee could also be with us here today. However, time and distance made that impos- 
sible. We investigated the possibilities of linking them to this hearing via video con- 
ferencing facilities. Unfortunatel|y, while the technology exists to accomplish this, 
the infrastructure is not readily available. We did not have enou^ lead time to es- 
tabli^ the appropriate connections and rent the equipment for a video conference — 
to say nothing of^tiie cost. This is just one simple example of how a national infor- 
mation infrastructure could have allowed us to overcome the barriers of time and 
distance. 

While many of the pieces of the infrastructure exist today, they are not 
interoperable or readily available, nor are they flexible and easv to use. In the fu- 
ture, the commonplace items here on the table with me — the TV and a laptop com- 
puter—or some new device yet to be manufactured, will provide multimedia capa- 
Dilities so that I will be able to bring a device into this hearing room, plug it in, 
turn the switch, and you will be able to see and talk with John and Chudc. 

i. Where Do We Stand? 

The fusion of communications and computing Ib setting the stage for an advanced 
information infrastructure that will literally reshape the economy. Many of the ex- 
pensive elements, sudi as long-distance fiber netwoiks and computers, are already 
m place. So are millions of potential users. What Ib in short supply is the ability 
of difierent parties to woik together to define and deplpy key elements and inter- 
faces. 
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While many of our oompetitors have chosen to rely on centralized ipvemment 
planning to accelerate the deployment of sudi an infrastructure, the United States 
nas relied on demand-driven, competitive policies and market forces, tempered by 
some re^latory restraints. It is essential to preserve this stren^. 

In doing so, nowever, we must not ignore the need for pubhc policy reform. The 

Solicy issue facing the United States is not centralized government planning versus 
ecentralized markets. The nation has reaped enormous benefits from its maiket- 
oriented, competitive strategy and will unooubtedly continue to do so. Instead, the 
policy challenge is to find the appropriate balance of regulation, competition and co- 
operation. 

2. What is Our Vision? 

The vision for the future of America's information infrastructure can be easily de- 
scribed and is widely shared. 

The information infrastructure of the 21st century will enable all Americans to 
access information and communicate with each other easily, reliably, securely and 
cost-effectively in any medium — voice, data, image or video— anvtime, anywhere. 
This capability will enhance the productivity of work and lead to ctamatic improve- 
ments in social services, education and entertainment. 

Information infrastructure can be divided into four parts: 1) a set of widely acces- 
sible and interoperable communications networks, 2) digital libraries, information 
databases and services, 3) information appliances and computing systems that are 
easy to use, and 4) trained people who can build, maintain ana operate these re- 
sources. Eadi of these is dependent on the others. 

The communications system usually receives most of the attention. Here, too, 
there is broad consensus. The communications system of the future, like the net- 
work of todav, will be made of wire, fiber or radio waves, or encomnass all of these 
media. It will be a diverse collection of variable bandwidth, digital, interoperable, 
interactive, commercially provided, oiiganic networks that are easy to use and uni- 
versally accessible: 

• Diverse because different networks serve different needs and have different 
characteristics; 

• Variable bandwidth because they must carry not only voice, but also image, 
video and hiffh-speed data; 

• Digital because of the ease and accuracy with whidi digital information can be 
stored, transferred, moved and managed; 

• Interoperable because different networks must be able to communicate easi^; 

• Interactive because of the need for point-to-point communication; 

• Commercially provided because a competitive marketplace ensures the widest 
range of services and products to the greatest number of users at affordable prices 
and because private capital is needed for the investment; 

• Organic oecause tney will develop at different times and places depending on 
maiket needs; 

• Easy to use so that thev can serve the needs of the broad public; and 

• Universally accessible because every American should be able to utilize thenou 

5. What Is the Role of Government? 

Government's task is to help articulate the national need for an advanced infor- 
mation infrastructure, serve as a catalyst and coordinator, bring U.S. telecommuni- 
cations regulations in line with new requirements and market opportunities, and 
make sure that its diverse R&D programs are well managed ana designed to ad- 
vance practical applications. The best way to enable the creation of an advanced in- 
formation infrastructure is to let competitive forces woik constructively in the mar- 
ketplace. 

4. Where Do We Go From Here? 

More than anv technology program, the regulatory framewoik will determine the 
face of America's information inirastructure. In many respects, the UJS. regulatory 
framewoik, particularly in telecommunications, is a hold-over from the 19308. Amer- 
ica's legal and regulatory bodies are fragmented and have not kept up with ad- 
vances m technology. The best role for government is the one that is least intrusive. 
Rather than try to pick winners among technologies or choose one technology plat- 
form, the government should let market forces determine winners and losers. Gov- 
ernment regulations should aim to create a playing field that allows for aU inter- 
ested parties to exploit maiket opportunities, as competitive issues warrant. 

The policy context should be industry-neutral and technology-neutral so that it 
impartially promotes those applications that are efRcient and afiordable for individ- 
ual consumers and companies of all sizes. Moreover, it should also be structured so 
that it encourages systematic private sector investment. The immediate objective 
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■hould be to make users oomlbrtable with the technology and applications that the 
cuirent neiworiL can readily deliver. 

CONCLUSION 

The stakes are hi^. Advances in technology and the rise of international competi- 
tion have made knowledge the new currency of the global economy. Superior knowl- 
edge gives nations an edge in world markets and aUows them to create jobs and 
maintain hi|^ standards of living for their citizens. Issues related to economic 
mwth, jobs and competitiveness are therefore intimatel|y linked to questions about 
the information infrastructure that makes it possible to generate and share informa- 
tion. 

To a large extent, information infrastructure will determine the comparative ad- 
vantage ofnations in the information age. In order to capitalize on our growing reli- 
ance on information technolo^, we need to strive for a system that will make us 
more innovative and productive than other nations. Ultimately, it is the ability to 
harness technoloc[y in the form of practical applications that will determine inter- 
national leadership in this field, because it is unpossible to predict the exact path 
that technology will follow, or the products and services that consumers will de- 
mand, flexibility and market forces must be the hallmaik of the UJS. approach. 



["Vision for a 2l8t Centuiy Information Infrastructure," by the Council on Com- 
petitiveness may be found in the committee's files.] 

Senator Inouye. Thank you very much, Mr. Burton. Obviously, 
as Senator Breaux and Senator Stevens have noted, there is an air 
of frustration here because, first, we are not experts, none of us 
are. We do not know anything about the high technology involved. 
We are users and consumers for the most part, and we are con- 
cerned about cost. 

Throughout your statement you used the phrase ''cost-effective." 
Who do you suggest should bear the cost? 

Mr. BuRTONrWell, I think throughout my statement I also used 
the words "market forces" and ^^competition," and it is our view 
that market forces and competition will provide the lowest cost 
structure and the widest level of applicability. And, therefore, that 
is the principle that we endorse. 

Senator Inouye. Would that mean that those with the most 
readily available resources would be the dominant forces? 

Mr. Burton. We have not said that specifically. I think in addi- 
tion to focusing on a market solution, we have also recognized that 
the user must come first And that is not simply large business 
users, that is the broad American public. And questions of ease of 
access and affordabiliW are absolutely essential and have to be ad- 
dressed as part of the broader package. 

Senator Rockefeli^r. But you have not answered the chair- 
man's question in any way, shape, or form. I think he wants an an- 
swer from you. 

Mr. Burton. Can you repeat the question, then, Mr. Chairman? 
I think I should also state that what I am representing here and 
really the extent that I feel that I can comment 

Senator Rockefeller. The question that he asked was, those 
that have the resources, will they then be able to dominate? That 
was his question. You did not answer it. 

Mr. Burton. Rig^t I do not know that I can answer that. I think 
the views that I am representing are the consensus views. We have 
had this project underway for 6 montlis. I think we will be able to 
address issues like that more specifically if you give us 6 more 
months. 
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There are large users today who are already establishing theb 
own infrastructures, their own network, their own systems. That is 
going forward if you look at a lot of large businesses, for example, 
and private concerns. 

The issue is, How do you continue that momentum and broaden 
it so that the large American public also has ready access to the 
system? 

Senator Inouye. We have many other questions, but obviously as 
you can see this is the best turnout we have ever had on this sub- 
committee, and so time is of the essence. 

I would like to call upon the author of the measure, Senator Dan- 
forth. 

Senator Danforth. Thank you, Mr. Chairman. Mr. Burton, you 
described Government's role and as it should be. You also said Uiat 
the current regulatory framework we are now existing under is a 
relic of the 1930's. I assume from that that what we are doing now 
is not right. I mean government and governmental policy is now 
serving as an impediment to the advancement of telecommuni- 
cations. Is that not correct? 

Mr. Burton. Yes, we believe that some regulatory reforms are 
necessary. 

Senator Danforth. And would they not have to be fairly dra- 
matic regulatory reforms, in your opinion? 

Mr. Burton. There are a few fundamental issues which would 
have to be addressed. How do you shape the competitive environ- 
ment and how do you guarantee universal access or broad access 
are two key questions. 

The concern that we have heard expressed in the broad commit- 
tee is that this infrastructure will evolve; it is evolving; we will 
have one. The key is how quickly it is evolving and how we can 
accelerate the deployment of an advanced information infrastruc- 
ture. 

Senator Danforth. Well, under the present situation Govern- 
ment is an impediment, is it not, in that it is basically saying to 
various industries you cannot compete in one area or another? I 
mean, obviously if we move to competition there are various transi- 
tional problems that have to be worked out. You have to be able 
to assure, for example, universal access. 

But is it not fair to say that under the present system really we 
are not favoring competition, and therefore we are doing the oppo- 
site of what you testified we should be doing? 

Mr. Burton. Yes. We are not favoring competition as much as 
we need to. 

Senator Danforth. You obviously have not testified pro or con 
with respect to the specific legislation that is before us. Are you fa- 
miliar with the legislation? 

Mr. Burton. I am familiar with the broad contours of the legisla- 
tion. As I mentioned in my opening comments what we are trvii^ 
to do is really something tnat has not been done heretofore, which 
is bring together all of tne major players in the private sector and 
broker a consensus on some key issues. 

What we have done to date is put together a vision statement 
We are currently looking at some of the critical issues. You and the 
chairman should be congratulated for putting forth a piece of legis- 
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lation which really tries to get at some of the tough issues. Those 
are the same issues the council will be addressing in the future. 

Senator Danforth. Let me just ask you one other question. This 
is obviously a very big subject area that we are working with in 
this legislation. The decisions that will be made, if we make deci- 
sions, are goine to be ones that will be very controversial. 

One approach to controversy and difiBculty is to say, "^ell, let us 
let inertia govern and just really do nothing, just maintain the situ- 
ation as it is now." My own view is that we should get on with it; 
that while this is a big subject the issues are fairly well known, 
this is not a new matter. This is an area that has been debated 
and dealt with and addressed by courts and so on for a very long 
period of time. 

Will you counsel the kind of caution that would end up leading 
nowhere, or do you think that we are pretty well in a position now 
where we can ^et on with the business of addressing the policy 
questions? And if there are problems in what we are domg now, ac- 
tually changing those? 

Mr. Burton. It is very important to address the policy questions, 
and if there are problems to change them. I would posit tliat what 
has changed much of the landscape is technolog^r. Today suddenly 
there are possibilities with the infrastructure uiat were not pos- 
sible and not economically feasible on a broad basis before. 

What we have is a technology that is forcing industries and mar- 
kets to gallop ahead, and it is very important that the regulatory 
environment try and frame a situation which will allow for a very 
productive and efficacious deployment of that technology. 

Senator Danforth. Thank you, Mr. Chairman. 

Senator Inouye. Thank you. Senator Packwood. 

Senator Packwood. When the chairman asked about those in- 
dustries with resources he mav have been driving at tfie argument 
raised by some, including I think AT&T, that if you had a level 
playine field immediately you would tilt automatically in favor of 
the Bells because they have an existing infrastructure. Is that true 
or not? 

Mr. Burton. It depends on who you talk to. I am not the person 
to give you the definitive answer. If you talk to the Bells, I think 
they are looking from the top of that. If you talk to some other com- 
panies, they are looking at it from the bottom of the incline, and 
so you get very different perspectives. 

Senator Rockefeller. But I think he asked you for your view. 
I mean, we are well aware there are different views. 

Mr. Burton. Again, the coimciVs view is a consensus view, and 
that is the view that I am representing. And I apologize if I am 
not able to give you the precise and specific questions uiat you are 
posing. But I think our comparative advantage is very much the 
private sector consensus. 

The key question with opening markets and open competition is 
really a question of pace and who gets into the action when. It is 
an all or nothing. It is how you phase it and how you establish it 
so that all parties have a fair play. 

Senator Packwood. I take that by staging you literally mean 
that. If we do not level the playing field immediately we may have 
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to do it over a period of years to allow everybody time to get ready 
for the access. 

Mr. Burton. Yes. As far as the council is concerned if we do this 
tomorrow — first of all, I am not sure that there is a consensus for 
a solution to do that. And there are several thorny questions, uni- 
versal access being one of them, that are important to build into 
the calculation. Therefore it is going to be a process of evolution. 

Senator Packwood. Next question. Assumin|f you level the play- 
ing field, and I sense you are not very enthusiastic about Govern- 
ment regulation, do you think lack of regulation and a free market- 
place, given a level playing field, will more likely serve more needs 
than government regulation? Do I correctly state roughly the coun- 
cil's position? 

Mr. Burton. Yes. The principle of the council is that open com- 
petition is going to accelerate this. I think that the regulatory 
issue, however — again, it is not black or white. 

Senator Packwood. I understand. Do you worry that given that 
lack of regulatory structure, that all of the contestants into the fray 
may first try to pick off the most valuable sectors of the market, 
and that universal service, especially if it is less remunerative, may 
suffer? 

Mr. Burton. That is a concern, and that is why this committee 
and others have focused on universal service and broad access. The 
private sector recognizes the importance of tliat issue as well. 

Senator Packwood. I do not know if the council has a position 
and maybe you do as you have a bias against regulation. Did we 
move in the wrong direction when we partially reregulated the 
cable industry? 

Mr. Burton. Neither the council nor I have a position on that. 
[Laughter.] 

Senator Packwood. I think we did. I have no other questions, 
Mr. Chairman. Thank you. 

Senator Inouye. Thank you. Senator Stevens. Senator Lott. 

Senator Lott. No questions, Mr. Chairman. 

Senator Inouye. Senator Gorton. 

Senator Gorton. At this point, obviously, the council does not 
endorse S. 1086? 

Mr. Burton. We do not have a position on S. 1086. 

Senator Gorton. Does it endorse any of the elements in S. 1086? 

Mr. Burton. What the council has endorsed are some principles 
which I would be happy to share with you. There are basically six 
of them, which are as close as we have gotten to resolving some 
of the issues around which legislation must be built. 

The first principle is that the user comes first. The main goal of 
public policy, we think, should be to provide users with the maxi- 
mum possible levels of choice, service, and mobility with due re- 
spect to privacy, confidentiality, and security as well as fair and 
open access. 

The other principles — affordability and ease of use are essential. 
Flexibility and responsiveness to market demand are key to suc- 
cess. The regulatory process must be evenhanded in terms of being 
industry neutral and technology neutral. In fact, a coordinated sys- 
tems approach is important So, we are looking at R&D programs, 
our procurement poHdes, and l^slation at the same time. 
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And finallv we think that it is important to take into account 
international concerns about connectivity and competition. 

Senator Gorton. Well, I suspect you mipht find a broad, perhaps 
unanimous agreement on that set ot principles here in this commit- 
tee. We do not write principles, we write statutes, and if you are 
going to be of any help to us you have got to move beyond those 
principles and deal with the particular statutory proposals. 

Mr. Burton. Yes. 

Senator Gorton. If you have these additional 6 months, are you 
going to be in a position in which you will give us specific rec- 
ommendations with respect to this bill, either in its present form, 
subtractions firom it or additions to it? 

Mr. Burton. Yes. We hope vei^ much to comment on specifics 
that will be helpful to this committee and others, and let me just 
tell vou how our process is working. 

We put together our group in Januaiy. We put out our vision 
statement in May. So, we spent 4 months really getting eveiyone 
together, agreeing on a common vision, a common perspective, a 
common set of key issues. We are now in the process of tutting the 
stone wall of trying to pull the consensus together on specific pro- 
posals, propositions, priorities. 

I think we will continue that process really over the next year 
and release statements focusing on specific policy provisions. We 
are also looking at a series of demonstration projects because we 
think in addition to poliw it is veiy important to demonstrate in 
real terms that this stuff actually works, it has real applications, 
people are going to understand it, and there is a clear demand for 
it. And we will be moving on those issues really for the year and 
a half, and so hope to have a whole series of veiy specific comments 
for you. 

Senator Gorton. Thank you. Thank you, Mr. Chairman. 

Senator Inouye. Thank you. Senator Stevens. 

Senator Stevens. No questions. 

Senator Inouye. Senator Rockefeller. 

Senator Rockefeller. Mr. Chairman, I will ask a question but 
I am not sure the gentleman will be able to answer it because I 
am not sure he knows the bill. 

You use words like, ""America's legal and regulatory bodies are 
firagmented and have not kept up with advances," and ""the best 
role for Government is the one that is least intrusive. Government 
regulations should aim to create a playing field that allows for all 
interested parties to exploit market opportunities," et cetera. 

And then in response to a question fit)m Senator Packwood 
which was on the mark, you said that is of concern. Sort of like 
being of counsel, I guess. And my question— you know, we did this 
in airline deregulation, and we sort of said, eo ahead and have at 
it, let us let thmgs work. And I watched in West Virginia as Amer- 
ican Airlines, United Airlines, and Eastern Airlines all cleared out 
within 2 months. And I fly around commercially on propeller-driv- 
en things with rather low maintenance. 

So, my question to you is firom the sort of philosophical principle 
view that you appear to view this short another 6 months, what 
do you see is the difference? Why would not rural areas be picked 
off*, as Senator Packwood said, or just lefl; out because the city 
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areas and more populous areas would be far more profitable? Why 
would this not be airline deregulation all over again? 

Mr. Burton. First of all, let me say that I understand and can 
relate to your frustration about wanting more specific answers. 

I would posit that what we represent, which we hope will be a 
msyor contribution, is a consensus. That consensus is forming. We 
think it has come a long way even in the past 3 or 4 months, and 
we hope to give you more specific answers in the future. 

So, I am not duckine your questions, I am really just trying to 
present where we think a broad cross section of the private sector 
stands at present. 

Clearly, when you get into questions of wide scale deregulation, 
broad public access is a key concern. Clearly, issues like cherry- 
pickine off the best and most lucrative markets are ones which 
many business concerns would go to immediately. That is where 
the profits are, that is what motivates business activity. 

And so I think there is a role for the regulatory environment in 
making sure that questions of universal access are fairly consid- 
ered and built into the whole process of deregulation that we have 
underway. 

I cannot give you a more specific answer than that at this point, 
but I think we snare your concerns. The private sector is on record 
as sharing those concerns, and that is an issue that we hope to ad- 
dress, that we are currently addressing, and we hope to give you 
more specific responses to in the future. 

Senator Rockefeller. Thank you, Mr. Chairman. 

Senator Inouye. Senator Exon. 

Senator Exon. Mr. Chairman, I would just like to follow up on 
the general tone of Senator Rockefeller's questioning, and it was 
encompassed in my opening remarks. Can you be any more spe- 
cific, Mr. Burton, as to what your solutions would be? 

We have pretty well established, I think, that there is concern 
here that we could find ourselves in this rush to deregulation back 
into a situation that we found ourselves in with the airline deregu- 
lation. It is very good for the people that live in New York, and San 
Francisco, and Oakland, and Atlanta, and Dallas, and not so good 
for the small communities of the country. Do you have any sug- 
gested frameworks that we should be looking at in that area? 

Go back a little bit farther, way back before airline deregulation. 
I think it is generally considered that we would not have in the 
rural communities across this Nation, which are still very impor- 
tant in all States — ^would not have electricity had it not been for 
the Rural Electrification Association. Do you see something of that 
nature as a possible solution to the concern that some of us have 
in this particular area? 

Mr. Burton. I am loath to continue frustrating the committee, 
but we do not have a specific framework or a specific proeram by 
which we can deregulate and guarantee universal access. I will be 
happy to consider that and take into consideration any specific 
questions that this committee would like to pose to us. 

Senator Exon. Thank you, Mr. Burton. Thank you, Mr. Chair- 
man. 

I euess the point is that those of us from States that have large 
rural areas are very much concerned about this, and I hope eveiy- 



Digitized by 



Google 



23 

one fully understands that we do feel that should be addressed, 
and the fact that there is no framework at the present time ex- 
pressed by those whom we are relyine on for a lot of advice and 
counsel indicates that we are going to have to give that a little bit 
more attention. 

Thank you, Mr. Chairman. 

Senator Inouye. Thank you. Senator. 

Senator Breaux. 

Senator Breaux. Thank you, Mr. Chairman. Thank you, Mr. 
Burton. 

You make the following statement in your council's paper that 
you have produced, and it says, '^ore than any technology pro- 
gram, the re|;ulatonr framework will determine the fate of Ameri- 
ca's information infrastructure. The best role for the Government 
is one that is least intrusive." 

That is really disturbing. I think that if the future of America's 
infrastructure and communication is beine determined by a regu- 
latory program as opposed to the type of technology we have, I 
think that is a veiy important statement, and it is one that gives 
me a great deal of concern that we are going to let the regulatory 
framework determine how fast we advance, as opposed to letting 
technology determine how fast we are able to provide services. 

With that as a statement from the council, would you recommend 
that we do away with the modified MFJ iudgment? I mean, that 
would take away the regulatory framework and let technology de- 
termine how fast we can proceed. 

Mr. Burton. You are not going to be surprised by my answer. 
I cannot tell you to take away the MFJ or to leave it in place. We 
do, however, believe that in fact the regulatory environment has 
had an extraordinarily powerful impact on the way that the infra- 
structure is evolving. 

Senator Breaux. Is it a positive impact, or a negative impact? 

Mr. Burton. Well, I think at this point it is hindering tne accel- 
erated employment of the infrastructure, and that is what we are 
concerned about. 

Senator Breaux. Is it correct to say that what you are saving is 
that we have the technology but that is being hampered by the reg- 
ulatory framework that we operate under? 

Mr. Burton. Yes. Much of^the technology exists. 

Senator Breaux. We could do a lot more if we were not restricted 
by arbitraiy rules and regulations. 

Mr. Burton. The regulatory environment could do a lot more to 
accelerate deployment of the infrastructure. 

Senator Breaux. Our challenge is to find out how to do that. 

Mr. Burton. Yes, sir. We hope to help you in that process, even 
though we still have a ways to go. 

Senator Breaux. You apparently have the same problem. I think 
the frustration, Senator Rockefeller, is pointing out apparently — ^I 
mean, do you not represent almost all the players in this business? 

Mr. Burton. The purpose was to represent the msyor players in 
this business, and we really have tried to get them together. We 
are meeting on a very regular basis with a full committee. We then 
have a sulxommittee on competition policy, another one on public 
access issues, and another one on demonstration projects. 
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Senator Breaux. But is that not as close to an impossible task 
as you could find? 

Mr. Burton. It is difficult, surely. I think, however, if you look 
at this industry, over the past year, given the great advances that 
are being made technologically and what some of our foreign com- 
petitors are doing, there is hopefully some new opportuniW for 
some consensus. It is our intent to develop that consensus and pro- 
vide you with it here on the Hill. 

Senator Inouye. Thank you. Before I call upon Senator Robb, I 
would like to note that there is a vote in process at this moment. 
After Senator Robb has completed, we will call a short recess. 

Senator Robb. 

Senator Robb. Thank you, Mr. Chairman, and I will be very 
brief. I think I have some reasonable expectation of the responses 
to some of the questions to this point. Let me see if I can be even 
a bit more general than some of my colleagues. 

A relatively well-known Virginian, Mr. Jefferson, is purported to 
have said at one point or another that that Government governs 
best that governs least, or something to that effect. Womd that 
general philosophy guide your approach to this problem? Without 
any specific reference to even eliminating MFJ or taking the Gov- 
ernment out of the re^latory environment altogether, but would 
ultimately a level playing field, in your judgment, be defined by a 
lack of Government participation? 

Mr. Burton. We believe that the policy which will accelerate the 
deployment of the infrastructure most rapidly is the one that will 
move toward freer market competition. 

Now, that is not to say that we expect for all Government regula- 
tions to be completely eliminated. Given the long histonr, that is 
probably unrealistic, but we think a reliance on market forces and 
letting the technologies, the industries, and the applications be 
sorteof out in the marketplace is the best path for the United 
States. 

Senator Robb. Mr. Chairman, I think we have probably ex- 
hausted this particular topic in terms of what we are going to get 
at least at tnis particular time, and with the vote already in 
progress I will yield back any time so that we may cast our votes 
andretum. 

Senator Inouye. Thank you very much. Senator Robb. 

Mr. Burton, thank you very much for your participation this 
morning. I realize the answers are not easily forthcoming, but I be- 
lieve that is the nature of this measure before us. It is a very dif- 
ficult one. We hope we will be able to resolve some of the problems 
we have to face. With that, once again, thank you very much. 

Mr. Burton. Thank you, Mr. Chairman. 

Senator Inouye. Before I call the recess, will Mr. Crowe, Mr. 
Roberts, Mr. Ware, Mr. Coe, Mr. Niggli, Mr. McBee, and Mr. 
Frischkom take their places to be ready wnen we return, and with 
that the hearing will stand in recess. 

[A brief recess was taken.] 

Senator Inouye. On our first panel, we are pleased to have with 
us the chief executive officer of the Metropolitan Fiber Systems of 
Omaha; Mr. James Q. Crowe, the president of Comcast Corp. of 
Philadelphia, PA; Mr. Brian L. Roberts, the manager of Garden 
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Valley Telephone Co. of Erskine, MN; Mr. Lawrence C. Ware, a di- 
rector of Merchant Acceptance Strategy of Visa International: Mr. 
Kermit Coe, the senior vice president of Entenergy Corp. of Little 
Rock, AR; Mr. Michael Niggu, the vice chairman of United States 
Telephone Association of Washington; and Mr. Gary McBee, and a 
representative of the Telecommunications Industiy Association, 
Mr. Allen ''Mike" Frischkom, Jr. 

Gentlemen, I thaidc you all for your participation this morning. 
May I first call upon Mr. Crowe? 

STATEMENT OF JAME S Q. CROWE* CHIEF EXECUITVE 
OFFICER, METROPOLITAN FIBER SYSTEMS 

Mr. Crowe. Chairman Inouye, Senators, I am James Crowe, 
chairman and chief executive officer of MPS Communications Co. 
We are a new company that the FCC lists as the largest competi- 
tive local provider of phone services. Over the last 3 or 4 years we 
have raised and committed nearly $750 million to install fiber optic 
facilities in local exchanges in 14 metropolitan areas. 

While I fi'eely admit that we have strong views, they are at least 
views founded on practical experience with many of the issues 
dealt with in this measure, and I am honored today to enthusiasti- 
cally support the bill. I believe it can be a vital part of a national 
communications policy and has implications for American jobs, 
American competitiveness, and our standard of living for decades 
to come. 

Today, our Nation leads the way in the race to realize the prom- 
ise of the age of information. However, the race isi^ from over, 
and around the world nations are moving quickly to harness the 
power of the private sector to improve their communications sys- 
tems and compete with us more eneddvely. 

These nations have learned fi'om America that when technology 
and markets chanee, innovation comes fi'om competitive markets, 
not firom regulated monopolies. I believe another clear lesson of 
American histoiy is that when technology and markets change rap- 
idly, important innovation often comes m>m the hothouses of entre- 
preneiuial companies, not large, mature, slow-movin|[ enterprises. 

This has certainly been the case in our computer industiy and 
our software industiy, where icons of American business have fall- 
en, to be replaced by vital new enterprises, and America is the win- 
ner in this process. And now, in the communications industiy, the 
irresistible forces of changing: technology and changing markets are 
creating opportunities for Uma/s new entrants, who will certainly 
be tomorrow's success stories. 

Even though companies like my own have found opportunities to 
compete in a narrow range of services, typically those which are 
regmated by the procompetitive FCC, many cities and States cling 
to a monopolistic vision of communications promoted for decades by 
the consolidated Bell System. 

This misguided view allows exclusive preferential treatment of 
local monopoUes, and as a result, progress in upgrading our com- 
munications infitistructure is held hostage to a patch quilt of mu- 
nicipal and State regulation. This unacceptable situation is obvi- 
ous, I believe, to the drafi^ers of the bill, and they seek to rectify 
this situation. 
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The benefits of more open competition can be clearly seen in the 
long-distance industry. Competition has spurred the almost contin- 
uous replacement of older technologies by advanced systems. Vast 
sums have been spent improving tne quality of service, sums pro- 
vided by the private sector to build the interstate highways, if you 
would, of our Nation's communications system. Contrast this with 
the local exchange, the on-and-off ramps of the network. 

Until recently, the baby Bells have refused to modernize their 
antiquated copperplate without a virtually guaranteed return on 
that investment. They have demanded over and over that they be 
allowed to enter new markets such as manufacturing and long dis- 
tance, even though their monopoly controlled bottleneck facilities, 
coupled with a clear history of predatory practices, makes this un- 
wise public policy until customers have a choice of local providers. 

What little progress has been made in upgrading their facilities 
has come only when forced by competition from companies like 
MPS. There is more than a touch of irony in the fact tifiat the bal^ 
Bells, with enormous cashflows extracted from ratepayers by a le- 
gally sanctioned monopoly, have chosen to invest this cash in up- 
grading the telephone systems of foreign countries while private 
capital is eager and unable to invest here in America. My company 
and many others are ready to invest in this American opportunity 
if given a chance. 

As drafled, the bill contains many of the measures necessaiy to 
ensure the benefits of competition are realized. However, I would 
respectfully submit that two changes, both, I believe, consistent 
wiui the bill's intent, would greatly improve the opportunities for 
competition to flourish. 

First, the bill should be expanded to mandate access for all com- 
petitors to utility-owned facilities such as poles, conduits, and ac- 
cess to buildings. Today, monopoly phone companies, cable compa- 
nies, and other utilities either refuse such access outright or im- 
pose outrageously high fees for the use of these bottleneck facilities 
installed by ratepayer dollars. 

Second, this measure should end discriminatory assessments of 
franchise fees and rights-of-way charges by municipalities. Cur- 
rently, companies like MFS pay fees as high as 14 percent of total 
revenues to municipalities while monopoly phone companies gen- 
erally pay nothing. Both these modifications are more fully devel- 
oped in my written testimony. 

I greatly appreciate the opportunity to testify in strong support 
of the bill. The good news is that the Nation's goal of universal ac- 
cess to a vast array of information can be promptly accomplished 
by private capital. Companies such as MFS stand ready to continue 
to make the investment necessary to improve not only the informa- 
tion highways but the on-and-ofF ramps to the network. 

This bill will spur investment by removing antiquated and mo- 
nopolistic barriers to competition. When enacted, competition can 
be counted on to drive technological advancement and industrial 
creativity and to help ensure America leads the world into the In- 
formation Age. 

Thank you. 

[The prepared statement of Mr. Crowe follows:] 
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Prepared Statement of James Q. Crowe 

Mr. Chairman and members of the Subcommittee, I am James Q. Crowe, Chair- 
man of the Board of Directors and Chief Executive Officer of MPS Communications 
Company, Inc. CMFS"). I am honored to testify today in support of Senate Bill 1086 
("S. lO86'0. My comiianys own short history evidences the many benefits of competi- 
tion and innovation in the local telecommunications maricet and the compelling need 
for a comprehensive national policy promoting market entry in all facets of tele- 
communications. My presence on this panel is itself confirmation that local tele- 
phone service is decidedly not a natural monopoly and demonstrates that when anti- 
quated and obsolete legal barriers to local telecommunications competition are 
eradicated, the private sector will respond forcefully with the investment and inno- 
vative services now required by the American people. 

MPS commends Senators Inouye and Danforth for recognizing in S. 1086 the fal- 
lacy of the natural monopoly mytn for local telephone service and for taking the bold 
and decisive action necessaiy to encourage open entry for all telecommunications 
services. The bill would remove obstacles to competition by mandating meaningful 
interconnection and interoperability and by encouraging number portability, recip- 
rocal compensation and other competitive safeguards, including, most importantly, 
the removal of outdated state and local legal barriers to competition. The bill would 
also achieve the delicate, and often difficult, balance between unleashing competi- 
tion throujg'h legislative directives and imposing restrictive government standards, 
which could have the unintended effect of stymieing advanced technology and natu- 
ral market segmentation. Along with our overall support for the pro-competitive 
measures in S. 1086, MPS proposes amendments to the bill that, consistent with 
the bill's overall thrust, would eliminate two prohibitive barriers to a truly competi- 
tive local telecommunications environment. As discussed below, these amendments 
would: (1) prohibit telephone companies and other utilities from dianring discrimi- 
natory rates for the use of conduit and pole attachments among similarly situated 
telecommunications carriers; and (2) prohibit municipalities from discriminating 
among telecommunications carriers in levying franchise fees and right-of-way 
charges. 

THE NFS COMPANIES 

MPS is a leading provider of telecommunications services for the business commu- 
nity and the nation s largest competitive local telecommunications service provider, 
offering a wide variety of sophisticated voice and data services in competition with 
local telephone companies. In addition. MPS has foraed the path for competition in 
the local telecommunications market, m four years, fiEPS' subsidiary, MPS Telecono, 
has grown from a company with a single fiber optic network in Baltimore to a multi- 
faceted telecommunications service provider with almost 600 employees and fiber 
optic networks in fourteen major metropolitan areas. Over that same period, the 
companies' sales have, on average, doubled every six months. 

Consistent with the underlying themes of S. 1086, the rapid development of MPS 
and other competitors demonstrates that technological innovation, enhanced net- 
woik reliability, improved service quality and future job growth are most often gen- 
erated by small and medium sized entrepreneurial companies — not by large tele- 
communications providers wedded te a blind adherence to regulated monopoly. How- 
ever, the true potential of competition cannot be realized until all barriers to com- 
petition are removed. 

Indicative of the responsiveness and market leadership of entrepreneurial tele- 
communications entrants, MPS recently introduced several new service offerings 
specially tailored to meet the unique telecommunications needs of small and me- 
dium sized businesses and the increasingly complex high speed computer 
networking needs of both large and small busmess users. Many ol these services 
and customer applications were not offered by the local exchange carriers prior to 
their introduction by MPS. Specifically, MPS subsidiaiy, MPS Intelenet, provides 
advanced telecommunications services to small and medium sized businesses as a 
single source for comprehensive telecommunications services, making available to 
smaller users quality and pricing levels that are comparable to those available to 
laiger commumcations users. MPS Intelenet began providing this comprehensive 
telephone service in New York City earlier this month. 

Through its subsidiaiy, MPS Datanet, MPS recently introduced an innovative 
service whidi permits businesses to transport data between buildings, across town 
or across the nation by connecting local area networks ("LANs'O with telecommuni- 
cations facilities that transmit data at "native LAN speeds." These services allow 
personal computers and workstations on one LAN to communicate with personal 
computers and workstations on another LAN at the full, uncompromised speed at 
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which co mput e ra oo tiie Mune bAN am ooummmaiAe, aHofving for tiie devdopmeni 
of a wide anvy of new piodDCtivitj-eiihjaiciog imkiinedui appKcfltaona. MPS 
DatJUief • ■e n ric w are offered at a TaTietyjof data tnuiaiiiiaBiDii maedi to aDow cns- 
tomen to cfaooae tiie level which beat aatiifiee their needa. Iq admtkm to hj^-epeed 
LAK interoonnectioii, MPS Datanet oOieri data telecomnmnirationa for mainframe 
oompoter channel extenaiona, hi^i-apeed remote file backup, fik traiMfer and a va- 
riety of other purpoaea. Hie iavonmle reaponae theae aervioea have received from 
the bosineaa oommnnity riiowa that, given proper oonqxtitive «gf !■ pfivate invea- 
tore wiH enaure the development of infinrmataon hi|^waya in waya that moat effi- 
dentfy and effective^ meet naere' needa. 

Further, MPS, thnn^ ita Netwoik Teduiologiea aobo^aiy, providea netwoik 
svatems inteffration aervioea. In addition to oonatmcting MFS^ tSbcr optic n e t w ufka . 
Network Tec»nologiea offert netwoik ayatems integration aervioea and tnm^^ fa- 
cilities management aervioea. Tlieae network integration projecta indude remote 
interactive learning fadlitiea ("diatance learning^ oonliined cd>le televirion4ele- 
phone netwoiks and intelligent vehicle hi^way qrrtema. 

OOMPETmON HAS DBBUNKBD THB MYTH OF A NATUBAL MONOPOLY IN LOCAL 
TBLBOOMMUNICATiONS SBRVICBS 

If S. 1086 acoompUriiea one thing, it concfairively shows there are no inherent or 
tedmical barriers to full-fledged loc»l competition. Vet, historical^, many legislators 
and regulators believed &e reverse. Contrary to popular belief the hiatoiy of the 
local exdiange telecommnnications market is not one impressed with the concept of 
a natural monopoly. Rather; in many respects, it is the history of entrepreneurial 
companies and innovation. Tne indurtiy began not with large established companies 
but with the then-embmnic AT&T and other entrepreneurial upstarts. As with 
computer technology ana other growth industries, important commercial innovation 
often comes from tne hothouse of entrepreneurial companies, not large mature en- 
terprises. Government's greatest contribution to these companies oftoi is eliminat- 
ing unnecessaiy and outmoded market-constricting regulations and permitting these 
entities to reacn their full market potential It is a lesson that sometimes seems lost 
on the entrenched telei^one monopolies and many state and local telecommuni- 
cations policymakers, but one that fortunately is recognized by the draftere of S. 
1086. 

To understand the economic bankruptcy underiying much state and local tele- 
communications regulation, it is important to understand that the Bell System was 
not built on a legally sanctioned "natural monopoly." Rather, it was devised near^ 
one hundred years ago by the actions of two men: the President of AT&T, Theodore 
Vail, and J P. Morgan, its financial controlling partner. Moigan used control of cap- 
ital markets to assist Vail in persuading independent telephone companies to sdl 
out to the Bell System. Refusal to interconnect independent telei^ne companies to 
the Bell-controlled long distance networic was a favorite tactic (Indeed, refusal to 
interconnect has remained a persistent theme in telecommunications history.) This 
conduct continued until 1913 when the Bell System agreed to cease these practices 
in return for de facto governmental ratification of the Bell System's monopoly in 
long distance and in its local service territories. The Bell System subsequently em- 
braced profit regulation (rate-of-retum reffulation) by the government in return for 
a monopoly franchise. This local monopoly concept was quickly memorialized and 
replicated nationwide in state public utilitv laws and other statutes. 

In the 1970s, the Bell Sfystem. now firnu^f entrenched, began to fail satisfying cus- 
tomer needs for two interrelated reasons: sUioon and maiket segmentation. As tech- 
nology exploded, in the form of silicon-based integrated circuits and optical fiber, as 
communications needs began to migrate from commodities ]ike switched voice min- 
utes and began to segment and statify, the Bell ^fstems' muscle-bound, bureau- 
cratic nature became an impediment to progress. The inability of the Bell System 
(or, for that matter, any single entity) to respond rapidly to chan^ in technolo^ 
and customer demand for telecommunications services provides mdisputable en- 
denoe that nei&er the long distance market nor the local exchange marxet is a nat- 
ural monopoly. Simply put, when customers' needs and technology change, society 
is far better served oy a diversity of choices delivered bv a competitive market S. 
1086 recognizes this economic reality and, if enacted, will make the promise of tele- 
communications plurality and diversity a reality. 

Indeed, economic history cleariy demonstrates that, when markets and technology 
change rapidly, customer demand will almost inevitably result in competition, even 
if opposed by the entrenched forces of the status ^o. Thus, demand for more cost 
effective long distance service and the advent of microwave transmission technolo^ 
led to competition in interexchange services even though at the time reguktoiy bod- 



Digitized by 



Google 



29 

ies provided scant encouragement to MCI and other "upstarts." Similarly, the intro- 
duction of optical technology and customer demand for secure, high bandwidth serv- 
ices led directly to the start of the limited competition now present in local special 
access and private line services. 

These same forces — rapidly changing maricets and technologies — are still at work 
and, in fact, the pace of change is accelerating. Telecommunications markets are 
stratifying. Residential users want mobility and more diverse and personally tai- 
lored communications and entertainment. In business and government maikets, a 
sea change is occurring. Men and women, machine and information are forming an 
interconnected web across the entire nation. When the switched network outside 
buildings can support transmission speeds that so far have been limited to local 
area networks inside buildings, the nation will benefit from advances in learning 
and productivity that we are just beginning to explore. As S. 1086 correctly recog- 
nizes, these forces — stratifying customer needs, technological advancements and 
product innovation— over time certainly will overwhelm any attempts to sustain the 
regulatory sanctioned exclusive francmses held by inefficient, technically outmoded 
local exchange companies that have never been (mven by the needs of the market. 

As the drafters of S. 1086 clearly understand, competition in the local exchange 
maiket is both inevitable and desirable. As in the long distance market, I expect 
that we will soon see, following enactment of this bill, a considerable number of new 
entrants employing diverse technologies to serve specific customer needs. It will in- 
clude many^layers, each organized more around markets rather than around regu- 
latory fiat. This time, however, if legislation and regulation permits, future industry 
leaders will be positioned more to serve customers' needs than geographic, technical 
or legal precedent. More than any other measure in recent memory, S. 1086 is an 
important step towards this inevitable reshaping of the industry. 

PRIVATE CAPITAL, NOT RATEPAYER OR TAXPAYER DOLLARS, WILL FUND THE 
DEVELOPMENT OF OUR TELECOMMUNICATIONS INFRASTRUCTURE 

While government can certainly be a positive force in eradicating barriers to 
entry, central government planning in the selection and endorsement of technologies 
and investment strategies can often unintentionally stifle innovation and creativity. 
Nowhere is this phenomenon better illustrated than in the decision whether to fund 
future network construction through, on one hand, public financing and ratepayer 
subsidization or, on the other hand, private investment. 

Today, thanks in large part to vigorous long distance telecommunications competi- 
tion ana the unrestramed development of technology, an infrastructure of nation- 
wide information supeiiiighways connecting users tim)ughout the United States is 
already in place. It is the local *on and olr ramps and the metropolitan belt ways 
that are the current bottlenecks and are in need of further expansion and mod- 
ernization. Fortunately, as evidenced by MPS and other providers, this construction 
has been and can be accomplished through private investment — not by taxpayers or 
ratepayers— but it requires the removal of long-embedded roadblocks to competition 
in the local telecommunications market. 

The promise of competition is that the cost of facilities and the task of creating 
employment opportunities will be borne by the private sector with an efficiency and 
peraeveranoe that can not be matched by Government financing and which can be 
thwarted by regulatory policies that handicap technologies and industry partici- 
pants. To paraphrase recent remarks by Commissioner Ervin Dusgan of the Federal 
Communications Commission (TCC), the welcomed news in tms time of budget 
austerity is that, when it comes to building new communications infrastructure, pol- 
icymakers can call forth billions of dollars for investment, create immense public 
benefits and fuel economic growth without spending public money. As Commissioner 
Dusgan correctly stated, tms future construction can be accomplished 'iiirough in- 
telligent regulatory behavior that inspires a private response." 

Equally important to ushering in competition is that all service providers have the 
flexiDility ana maricet opportunities to appl^ technological changes without encoun- 
tering and being forced to overcome artificial regulatory hurdles. Government 
sbDuId not seek to dictate technical standards or construction schedules. Govern- 
ment-mandated technologv standards will almost certainly be superseded rapidly by 
the ftirious pace of technological change. The computer industry aptly illustrates the 
incentive for innovation generated by competition and fostered by the absence of ar- 
tificial regulatoiy obstades. If government had attempted to dictate or handicap 
technolcgy for the computer industry, we would not have the exdk>sion and blinding 
range of computing devices and applications we have today. There would be no 
Microsofts, Intels or Apples. Conceivably, the dire predictions of the inevitable de- 
cline of the U.S. chip-making and computer industnes often voiced before Congress 
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less than a decade ago would have oocuired. Instead, the power of competition coo- 
pled with American innovation has reinvigorated our hi^-tedi industries and made 
them the envy of the world. Individual corporations— some icons of American indus- 
Uy— have declined and lost the race. But it is dear that America ami American 
woricers are the winners. 

Open entiy and competition provide the very maiket opportunities that the pri- 
vate sector craves— the opportunity to invest and respond with innovative products 
to meet a maricet demana that is currently underserved and, in some instances, 
unserved. MFS alone has invested almost 500 million dollars in building neariy 
50,000 fiber miles of local "on and ofT ramps for users to access intercity and inter- 
state information superhi|^ways. We plan to double this number in the near term. 
However, our previous aocompushments are but a tiny fraction of the benefits that 
could be realized if outmodeo, restrictive regulations gave way to government-en- 
couraged competition. Indeed, the primary lesson we can draw fh>m the histoiy of 
competition in the long distance maiket, as well as fh>m the overwhelming response 
of users to entrepreneurial providers of competitive services such as MFiS, is that 
thoughtful government action can unleash the capital resources of the private sec- 
tor, while preserving and enhancing affordable universal service and dispelling the 
persistent myth of a natural monopoly, as embodied in many hoary state and local 
laws. 

A NATIONAL TELECOMMUNICATIONS POUCY IS CRITICAL TO BUBCINATING ARCHAIC BAR- 
RIERS TO MARKET ENTRY AND ADVANCING COMPETmON IN THE PROVISION OP ALL 
TELECOMMUNICATIONS SERVICES 

The fruits of competition will never ripen if competitors are strangled hy a thicket 
of inconsistent and antiquated state and local laws premised on an historicallv obso- 
lete economic theory. MfS therefore strongly endorses a coordinated nations! policy 
advancing open entry and competition for all telecommunications services, as re- 
flected in S. 1086. Indeed, a comprehensive national policy is essential to ensure 
that all Americans reap the benefits of full competition and universal service. Ab- 
sent a coordinated national policy promoting open telecommunications entry, the de- 
plovment of a nationwide aavanced infrastructure will depend on the uncoordinated 
and ad hoc efforts of all 50 states and the District of Columbia. Competitive 
progress in some jurisdictions may not occur for at least a decade. States still im- 
Dued with the natural monopoly myth and resistant to competition will effectively 
deny their residents, for many years, the benefits of an advanced infrastructure and 
unfortunately will balkanize the United States into information liaves" and 'liave 
nots." 

Notwithstanding any currently valid technical or economic rationale, many states 
nostalgically continue to cling to the monopolistic vision of local telecommunications 
senrices advocated decades ago by the then-consolidated Bell System, but long since 
outdated bv technology and segmentation of the telecommunications maricet. Even 
though MFS has found opportunity to compete for narrow segments of the national 
telecommunications market, many laws, rules and regulatoiy policies are still pre- 
mised on a single provider model. That misguided paradi^ allows exclusive or 
preferential treatment of the incumbent local telephone company, not-because of be- 
lief in the efficiency of monopoly, which is surely seen as ox3rmoronic by virtually 
all thoughtful observers, but simply as a vestige of its historical role as the sole pro- 
vider. Imlike many historical m3rths, this one sadly has the effect of repressing effi- 
cient competition and of increasing costs for telecommunications users and society. 

The benefits of competition have already been demonstrated in the limited mar- 
kets in which competitive local carriers, such as MFS, have operated to date. Com- 
pared to the entrenched local carrier, MFS has sigmficantlv condensed the time re- 
quired to initiate new services, reduced installation intervals, decreased repair time, 
offered a wider array of services, increased emphasis on quality, and accelerated de- 
ployment of fiber. For example, in the area of transmission quality, the BellCore ob- 
jective for a standard type of high capacity circuit (a "DS-l") is one error per one 
million bits of information. The mFS objective is one error per one billion bits of 
information or one thousand times better than the BellCore standard. 

As a result of competition, we are more than a little proud to note that some local 
exchange carriers now advertise DS-1 capacity service comparable in quality to 
MFS' service in select areas. Current market conditions demonstrate unequivocally 
that MFS and other competitors have acted as a widespread competitive spur to- 
ward local exchange earners. Since the advent of competition, monopoly local ex- 
change carriers have begun to offer more reliable and secure networic features, in- 
cluding redundant electronics and diverse routing. 
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Similarly, the pricing of telecommunications services has dianged signifkanUy in 
recent years. For example, five' >[ears ago, monopoly local exdiange carriers were 
aiguing before the FCC for the ability to set interstate D8-1 rates at **8trategic** lev- 
els, i.e., levels admitted^ well in excess of cost.^ Within two years, however, alter 
competitors began to enter limited maricets, the local exdian^ carriers drastically 
and nearly uniformly reduced their interstate DS-1 rates. Sigmficant rate reductions 
are also evidenced in rates for intrastate services where competition exists. 

Competition is also fully compatible with the important goal of universal service — 
an objective which MFS fully shares. There is simply no reason to believe and no 
evidence to support the claim repeatedly chanted by entrenched monopoW providers 
that the introouction of competition into the remaining monopoly local telecommuni* 
cations maricets will impair universal service. While certain local exchange carriers 
imbued with the myth of a natural monopoly reflexively assert that competition will 
result in increased residential rates or the impairment of universal service, none 
has proven it. Moreover, whatever the hypothetical argument may be. the real world 
experience of states like New York and Illinois which nave permitted increased lev- 
els of competition simply does not support the LEC position. In fact, MFS has con- 
sistently supported the right of all Americans to anbrdable local communications 
and hcts proposed an open universal service subsidy funded by all industiy 
particpants and administered on a fair and equitable basis by a neutral entity. 

INTERCONNECTION IS ESSENTIAL TO THE CREATION OP MEANINGFUL LOCAL 

COMPETITION 

S. 1086 properly recognizes that the economical interconnection of competing net- 
works at all feasible technical points is a prereouisite for meaningful competition 
in the local exchange. The critical importance of interconnection as a gateway to 
competition and to the elimination of the local exchange bottleneck has been em- 
braced by the FCC and is being recognized increasingly by enlightened state regu- 
lators. Aa recognized in S. 1086, the public interest requires that all users of tele- 
communications services be able to communicate with all other users, and with all 
locations in the state, regardless of which carrie/s networic serves tne customer's 
particular location; this anility in turn requires that all networics be interconnected 
on economically reasonable and rational terms. Unfortunately, the intrastate car- 
rier-to-carrier interconnection arrangements that exist today are not generally suit- 
able for competitive local carriers and local exchange carriers naturally have no de- 
sire or incentive to enter voluntarily into new arrangements with companies that 
sedc to compete with them. 

Forward-kioking teleooommnications policymakers have long recognized the 
central importance of equitable and oost-efiective interconnection as they guided the 
introdoctaon of oompetiUoD in other maikets. In the 1970s, the former Bell System 
attempted over a period of years to repeatedly deny its infant long distance competi- 
tors access to iU local eichaji^e facihUes. As the IMstrict Coait in the ATftT divesti- 
ture case explained, "meaningful competition in the oroyimn of intercity services 
is predaded unleaa the non-BeD car rie fs are able to ootain interconnection with the 
BeU local diatribiition lacilitaes under non-discriminatoiy terms and conditions;* 



Moreover, the succeas of the cdlnlar telephone indostry was made possible in largs 
part by early FCC actaons mandating efficient intercofinectaon to the landline tele- 
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In addition to the competitive safeguards included in S. 1086, MFS stroxudy enoour- 
ages this Subcommittee to consider the following modifications to the bul that will 
euminate two of the most pernicious vestiges ot the monopoly past that have se- 
verely discriminatedaffainst competitive local telecommunications providers. These 
provisions, which MFS believes are fully consistent with the overall thrust of the 
legislation, involve: (1) discriminatory conduit rental fees and pole attachment rates 
chaiiged by telephone companies and other utilities to similarly situated tele- 
communications carriers; and (2) the discriminatory assessment of franchise fees 
and ri^t-of-way chains by municipalities on similarly situated telecommunications 
carriers. 

As Robert Allen, Chairman of AT&T, recently stated in specifying the require- 
ments for effective competition: 

I am talking about such thinp as eliminating franchises; eliminating local 
telei^one company control of "n^ts of way." Fm talking about allowing com- 
petitors to interconnect fully with the local exchange network — ^not just special 
access; and unbundling of transport, local-loop, switching and other service ele- 
ments. I'm talking sSaat cost-based rates — ^unburdened by unnecessaiy sub- 
sidies; and portable telephone numbers that give consumers real choice. * * * 
In short, we have to cusmantle the barriers to entry. We have to provide op- 
portunities for entrepreneurs t6 compete and for end users to have dioioe. And 
we have to set objective levels that are measurable — ^levels that, once met, clear- 
Iv signal that the local maiket has become competitive.^ 
MFS respectftiUy submits that these additional barriers to competition inhibit 
entiy into the local telecommunications market by subjecting competitive service 
providers to unreasonable and discriminatoiy fees not paid by their competitors. 
MFS suggests that S. 1086 be can expanded logically to incorporate these significant 



1. Non-Discrimination in Pole Attachment Rates Charged by Utilities to Tele- 
communications Carriers and Cable Television Systems 

Pole attachment rates and conduit rental fees together comprise one of the largest 
recurring costs borne by a competitive telecommunications carrier. Competitive local 
carriers are often chai^d rates that bear no relation to the cost of supporting the 
attachment and that are substantially higher than the rates utilities chaise cable 
television systems and their affiliated competitive local access providers. S. 1086 be- 
gins to ameliorate discrimination in access to pole, conduit, ouct and ri^t-of-way 
space in Section 229(cX3). This section directs the FCC to prescribe regulations re- 
qpiiring each telecommunications carrier to provide any entity that provides tele- 
communications services or information services, on reasonable terms and condi- 
tions, nondiscriminatoiy access, where technically feasible, to poles, ducts, conduits 
and rights-of-way owned or controlled by the telecommunications carrier. 

In order to meaningfully eliminate discrimination in access to pole attadiments 
for competitive local telecommunications providera, MFS recommends that this pro- 
vision be modified in two ways. First, the nondiscrimination requirement of Section 
229(cX3) should be amended to include poles, ducts, conduits, and rights-of-way pro- 
vided by all utilities, not just telecommunications carriers. Second^ in response to 
a 1991 decision by the FCC under the Pole Attachments Act (recent^ upheld by the 
Court of Appeals),^ Section 229(cX3) should be modified to explicitly oar utilities 
from discriminating in the price, terms and conditions for the provision of conduit 
space and pole attachments between independent entities providing telecommuni- 
cations services and similarly situated entities affiliated with cable television sys- 
tems. These two modifications would extend, in a nondiscriminatory manner, the 
regulatory protection against excessive conduit and pole attachment rates assured 
under the Pble Attachments Act to all similarly situated providera of telecommuni- 
cations services. 

The same discriminatoiy and anticompetitive practices that prompted Congress to 
enact the Pole Attachments Act in 1978 in an effort to protect cable television sys- 
tems are now faced by independent competitive local telecommunications providera. 
In 1978, Congress enacted the Pole Attachments Act in direct response to concerns 
that telephone companies and electric utilities would use their control over poles — 
as well as duct ana conduit — to charge cable television systems ui\just and unrea- 
sonable rates for pole attachments and use of conduit. Congress was justifiably con- 
cerned that conduit rental fees and pole attachment rates charged by sudi utilities 



* Remarks of Robert E. Allen, Federal Cominunications Bar ABSOciation/Practidng Law Insti- 
tute Conference, Washington, D.C. (December 3, 1992). 

4447 U.S.C. §224; Heritage Cabkuieion v. Texae UtilitUe EUc Co., 6 FCC Rod. 7099 (1991); 
afTd.. Texas UtiUtiee EUetrie Co. v. FCC, No. 92-1032 (June 25, 1993X 



Digitized by 



Google 



33 

would make cable services prohibitively expensive for most users or result in the 
complete absence of such service in the most extreme cases. Under the Pole Attach- 
ments Act, cable television system operators are entitled to seek refl[ulatory review 
of pole attachment rates chai^ged by electric companies and other utilities, including 
lo^ telephone companies. The Pole Attachments Act is not limited to facilities con- 
trolled by telephone earners. 

Just last month, the U.S. Court of Appeals for the D.C. Circuit upheld a decision 
by the FCC asserting regulatory jurisdiction over an electric utility's pole attach- 
ment rates for a cable television system that provided not onlv traditional cable 
services but also data transmission services.^ The FCC required the utility to charge 
the cable television svstem a single. Just and reasonable rate for all pole attach- 
ments regardless of their use in the franchise area. As a result of the TCCs deci- 
sion, cable television systems that use their networks to provide voice and data tele- 
communications services will be able to secure regulated pole attachment rates for 
all services in their franchise areas. This lower rate and the attendant regulatory 
oversight is not available to competitive telecommunications providers that do not 
operate as cable television systems but may compete directly with such entities in 
tne telecommunications market. 

In the case before the FCC, the electric utility charged separate pole attachment 
rates for traditional cable television and data transmission services. The annual rate 
charged for traditional cable television services was $5.00 per pole; the annual rate 
for non-cable television services was between $50 and $100 per pole.« MFS routinely 
has been subjected, in a clearly discriminatory manner, to the ni^er rates for con- 
duit and pole attachmente b^ utilities and telephone companies alike. 

Significantly, in ite decision, the FCC recognized that its regulation of all cable 
television system pole attachments would provide cable television system operators 
an advantage over other competitors who are not entitled to regulated rates under 
the Pble Attachments Act. The FCC, however, was evidently constrained by the lim- 
its of ite statutory authoritv: 

We are mindful of tne competitive concerns raised by TU Electric (and MFS, 
citations omitted). However, we cannot refrain from fulfilling our statutoiy 
mandate to ensure just and reasonable pole attachment rates, terms and condi- 
tions for cable television systems operators, simply because our authority may 
not extend to every competitor in the data transmission market."^ 
In 1978, the Pole Attachments Act was passed in response to the similar determina- 
tion by the FCC that it lacked jurisdiction to adjudicate disjmtes between cable tele- 
vision system operators and utilities over conduit rentel fees and pole attachment 
rates. MFS believes that today, as in 1978, Federal legislation is the only way to 
ensure just, reasonable and nondiscriminatory conduit and pole attachment rates, 
terms and conditions for all entities providing local telecommunications services to 
the public. 

As the distinctions between cable companies and telecommunications carriers con- 
tinue to blur, the difference in these rates will put non-cable providers of tele- 
communications services, such as MFS, at a significant competitive disadvantage. 
Accordingly, MFS encourages this Subcommittee to modify Section 229(cX3) to pro- 
hibit utilities and telecommunications carriers from discriminating in the price, 
terms and conditions of attachmente to poles and access to ducte, conduito and 
righto-of-way between different types of entities that provide local telecommuni- 
cations services. 

2. Nondiscrimination in Franchise Fees 

The second source of recurrent discrimination against emerging competitive local 
telecommunications providers is the selective imposition of franchise fees and righto- 
of-way charges by municipalities. Once again, most of these local ordinances are 
rooted in the century-old theory of local natural monopolies, in which the en- 
trenched carrier is thou^t to be qualitativelv superior to any possible entrepreneur- 
ial upstart whose activities must be heavily conditioned ana restricted. In many 
metropolitan areas, municipalities prohibit competitive local carriers from crossing 
public righto-of-way unless they firat obtain a franchise from the municipality. As 
a condition of the franchise, MFS and other competitive telecommunications provid- 
ers have been required to pay exoibitant franchise fees that are not imposed on the 
local telephone company for virtually identical facilities and services. 

By way of illustration, the City of Pitteburgh has taken the position that MFS 
is required to obtain a 'Private CJommunications System License fh>m the City. As 



•Teataf UtUUuM Electric Co, v. FCC, No. 92-1032 (June 25, 1993). 
•Heritage Cablevision, 6 FCC Red. at 7100. 
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a condition of the license, MPS is required to pay the City five percent of its total 
annual gross revenues derived from customers within Pittsburg, significantly, the 
City of Pittsburi^ has not required Bell of Pennsylvania— with whom MPS directly 
competes using virtually identical fiber facilities— to pay such a fee. In New Yon 
City, MPS is subject to a firandiise fee as hi^ as 14 percent of its total annual gross 
revenues. By contrast. New Yoik Telephone is not required to pay any similar firan- 
diise fee. 

The wide divergence of license and fi-anchise fees imposed by municipalities on 
competitive telecommunications providers is systematic and inhibits true competi- 
tion and the further deployinent of fiber optic networks and other advanced tedi- 
nologies. If this practice of discrimination continues, it will directly undermine the 
thrrahold goal embodied in S. 1086 of providing fair competitive opportunities in the 
provision of all telecommunications services. Furthermore, discriminatory firandiise 
tees will result in fragmented deployment of an advanced telecommunications infira- 
structure and, as witn state regulatory barriers to competition, could produce a bal- 
kanized society of information^aves and 'liave nots . Accordingly, MPS respect- 
fully urges this Subcommittee to amend S. 1086 to require the uniform and non- 
discriminatory application of municipal franchise fees and rights-of-way diaiges to 
all telecommunications providers. 

CONCLUSION 

I greatly appreciate the opportunity to testify in support of S. 1086— a bill of criti- 
cal importance to the future of our nation's telecommunications infrastructure. The 
good news is that our national goal of universal access to a vast array of information 
can be promptly accomplished by private investment. Companies such as MF8 stand 
ready to continue making the investment necessaiy to improve not only our nation's 
information highways but also the local "on and ofT ramps and metropolitan belt- 
ways. S. 1086 seeks to accomplish this objective by proposing to remove many of 
the government-mandated, antiquated and monopolistic oairiers to competition. If 
this dUI is enacted, competition can be counted on to drive technological advance- 
ment and industrial creativity and to help ensure that America leads the world into 
the Information Age. 

Senator Inouye. Thank you very much, Mr. Crowe. We will be 
asking questions after the panel nas completed its presentation. 
Now may I call upon Mr. Roberts. 

STATEMENT OF BRIAN L. ROBERTS, PRESIDENT, COMCAST 

CORP. 

Mr. Roberts. Thank you, Mr. Chairman and members of the 
committee. I am Brian Roberts, the president of Comcast Corp. We 
are the fourth largest cable operator, and we are also cellular tele- 
phone operators on the east coast. We are building cable and tele- 
phone facilities in the United Kingdom as well. Aiid I am pleased 
to be here today as an officer of the national Cable Television Asso- 
ciation and to represent NCTA at today's hearing. 

I start by wanting to commend Mr. Chairman and Senator Dan- 
forth for their comprehensive approach to these issues that are 
truly vital to the social and economic future of our Nation. Speak- 
ing for the members of NCTA, I want you to know that we are pre- 
pared to work with jrou to ensure that America's telecommuni- 
cations infrastructure is second to none, and to get good legislation 
enacted. 

You see magazine covers standing behind us and more news- 
paper headlines every day proclaiming that this is the era of con- 
vergence in telecommunications. And uiere is, indeed, lots of activ- 
ity and excitement in our field. We are all jockeying for position, 
entering new strategic alliances that cross the traditional bound- 
aries of communications, computers, publishing, and video. There 
is a convergence underway, and I believe you will find cable at its 
center. 
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Cable's broadband, coaxial, and fiber optic networks are now 
available to 95 percent of all U.S. homes. The coaxial cable that 
feeds into your TV set can already carry an immense amount of in- 
formation, 900 times more than the telephone company's twisted 
pair. And verv soon, that capacity will increase dramatically as we 
install new fioer optic trunks and apply digital compression tech- 
nology. We are also modifying the architecture of our systems to 
improve their ability to carry two-way communications. 

All told, our industry hopes by the end of this decade to nearly 
double our total investment in plant and facilities. We plan to 
spend another $14 billion on system upgrades, and that means eco- 
nomic growth and up to 120,000 new jobs. 

While these technologies are converging, opportunities for com- 
petition among network providers are expanding, and this will ben- 
efit eveiy American. Your bill represents an important initial step 
in defining a policy firamework for these changing and converging 
industries. We wholeheartedly agree with your core premise that 
the best telecommunications infrastructure is a competitive infira- 
structure, a network of interconnected networks, wireline and wire- 
less, hieh and low capacity, fixed and mobile. 

We also strongly support your goal of opening up the local loop 
to competition. This is the one segment of the telecommunications 
industry that has remained a monopoly impervious to competition. 
Right now, well over 99 percent of all telepnone calls cross the tra- 
ditional local exchange network, including almost every long dis- 
tance call and cellular telephone call. Right now, for every tele- 
phone user there is no alternative to a local exchange company for 
purposes of connecting with the long distance telephone network or 
dialing across town. 

Right now, all the alternate access carriers, like Metropolitan 
Fiber and Teleport, combined, account for one-tenth of 1 percent of 
the total local exchange revenue market, and are very limited, by 
law, in the services that they may provide. This monopoly should 
no longer be justified and can no longer be justified by the tech- 
nology, and we believe that effective Federal policies can help 
change it. 

Opening local phone service to competition has become a govern- 
ment policy priority in many other nations. We expect local ex- 
change competition will be introduced throughout Uie European 
Community by 1998, and also in Mexico. And today Comcast is 
participating as a local exchange competitor in the United King- 
dom. The United States should not be playing catchup. We need to 
get back ahead of the pack. 

Mr. Chairman, we endorse your commitment to remove Federal, 
State, and local barriers to local exchange competition, and to pro- 
mote interconnection and equal access to local exchange network 
functions and facilities. However, it is critically important to en- 
sure that local networks are opened up to competition in a consist- 
ent and uniform way. Therefore, we believe the FCC and State reg- 
ulators will need more detailed guidance from you on these issues. 

We also understand, as you do, that competition is not a one-way 
street. It is inevitable, ana even desirable firom a public policy per- 
soective, that everyone, including local exchange companies, snould 
Ultimately be firee to compete to deliver multichannel video to the 



Digitized by 



Google 



36 

home, just as in every other aspect of the telecommunications busi- 
ness. 

As technology advances and competition emerges, the question is 
no longer "whether," but 'Svhen and under what circumstances.* 
But so long as incumbent local exchange companies continue to 
dominate their market, safeguards against phone company abuse of 
its competitors and its consumers remain essential. 

We urge you to go beyond the safec^uards in S. 1086 and to adopt 
more specinc saf^[uards such as uiose contained in a bill, Biur. 
Chairman, that you introduced in the last Congress, S. 2112, whidi 
established detailed separate subsidiary requirements and provided 
for stricter rules on cost allocation ana treatment of intangible as- 
sets. In addition, we believe you should establish a threshold test 
requirinc; that the local exchange telephone market must be found 
effectively competitive before tne phone company may enter the 
multichannel video business. 

Last vear you reimposed stiff regulation on my industry, cable 
TV, while at the same time takine steps to ensure that cable s mul- 
tichannel competitors will flourish. You insisted that the existence 
of real, effective competition must be demonstrated before the in- 
cumbent cable operator would be deregulated. The phone compa- 
nies, we think, should be treated the same way. They shoidd re- 
main subject to the cross-ownership restriction until the market 
they dominate, local exchange service, is subject to effective com- 
petition. 

Meanwhile, Congress should take steps, as you do in your bilL 
to ensure that the phone companies' new competitors can indeed 
establish themselves. 

There is a fundamental linkage between permitting the local ex- 
chanfi^e companies into cable and promoting competition into local 
telepnone exchange. The most likely provioers of competitive local 
exchange services, I believe, are todays cable companies. 

I cannot overstate the State and local barriers to entry that we 
face, and the problems of interconnection, equal access, number 
portability, and standard settine will take years to resolve. Only 
when these problems are solvecfand competition has really taken 
hold will the phone companies' economic incentive to shift costs to 
monopoly ratepayers be eliminated. Only then should those compa- 
nies be permittea to deliver video within their local exchan|^ area. 

Universal service has beai and remains an important social goal. 
We in the cable industry share this committee's commitment to it, 
and if we are given the chance to compete for local phone service, 
we will contribute our share to preserve universal service. I hope 
that you will give me a chance to elaborate on that point during 
the Q&A. 

And finally, your bill appears to bar, without excepti<m, joint ven- 
tures between local exchange companies and cable companies, or 
acquisitions of cable companies 1^ local exchange companies wiuim 
the service area of the local exchange carrier. In some cir- 
cumstances a given market may just not sustain competing 
broadband networks, and it would be unfair to force companies to 
compete uneconomically. We urge you to establidi standards to 
permit mergers or acquisitions under requirements that would en- 
sure the public interest is protected. 
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If Congress creates the right legal environment, America can 
enjoy a competitive, innovative network of networks offering more 
choices, better prices, and more responsiveness to our oiverse 
needs, and today's cable companies will be major participants, we 
hope. But this future depends upon your unswerving determination 
to put competition first, to break down barriers to entry and pro- 
mote interconnection, and to avoid premature elimination of rules 
intended to protect consumers and competitors against abuses by 
local telephone monopolies. 

We think this bill is on the right track. We offer you our help 
as you develop the policies that wnl make this future a reality. 

Thank you. 

[The prepared statement of Mr. Roberts follows:] 

Prepared Statement of Brian L. Roberts 

Mv name is Brian Roberts, and I am president of Comcast Corporation, 
headquartered in Philadelphia, Pennsylvania. I am pleased to represent the Na- 
tional Cable Television Association (NCTA), of which I am an elected officer, at this 
morning's hearins on S. 1086, the Telecommunications Infrastructure Act of 1993. 

On behalf of all the members of NCTA, I want to commend you, Mr. Chairman, 
and Senator Danforth for your effort to deal in a comprehensive way with tele- 
conununications policy issues that are critically important to the social and eco- 
nomic future of our nation. We support the basic thrust of your proposed legislation, 
and in particular its strong emphasis on promoting competition in the local ex- 
change telephone marketplace, the last remaining bottleneck in our telecommuni- 
cations infrastructure. My company, and all of us in the cable industry, are eager 
to work with you to make sure that the policies Congress adopts will promote effec- 
tive competition and permit American companies to expand their leadership in these 
Helds into the next century. 

There is a single objective that every member of this Committee, every witness 
before vou today, and every member of the cable television industry share: we all 
want tne United States to have a telecommunications infrastructure that is second 
to none, anywhere in the world. There may, however, be differences of opinion on 
the best way to reach this goal. 

We in the cable industry agree with you, Mr. Chairman, and vou, Senator Dan- 
forth: our nation should rely on a competitive marketplace to deliver to all Ameri- 
cans the widest range of telecommunications services at the best prices. The infra- 
structure model that will best serve America's needs is not a government monopoly, 
nor a private monopoly, but rather a network of competitive, interconnected net- 
works — wireline ana wireless, hi^h- and low-capacitv, nxed and mobile. The result 
should be a vast telecommunications quilt, composed of many pieces but making up 
an integrated whole, blanketing our nation. 

The essential role of gjovemment in deploying our telecommunications infrastruc- 
ture is to make competition work, to create the environment in which the entre- 
{>reneurial spirit can flourish and innovation can thrive, and in which companies 
ike Comcast can make an inmortant contribution to an improved quality of Bfe for 
all Americans. Today, I will oiler some of the cable industr/s ideas on how to create 
such an environment. 

ABOUT COMCAST CORPORATION 

Let me briefly introduce you to Comcast Corporation. Our company was founded 
some thirty years ago by my father, Ralph Roberts, who has built Comcast into one 
of the nation's truly great cable communications companies, now serving some 2.7 
million subscribers in 19 states. We are also an important "non-wireline" cellular 
telephone provider, serving a conti^ous region running from the Newark (NJ.) Air- 
port to the outskirts of Baltimore, including most of New Jersey, Philadelphia, Wil- 
mington, and portions of Manrland. We have also invested in two alternative access 
companies that provide a link-up with long distance services for high-volume busi- 
ness telecommunications users. We also operate cable and telephone systems 
abroad, including combined cable/telephone networks in the United Kinsdom that 
provide British consumers a telephone service alternative to British Telecom. We 
are also making important new commitments to wireless communications services 
in the UJS. through our investment in Nextel. which will offer new digital private 
radio services in major urban areas starting later this year, and through our pio- 
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neering experiments with "penoiud ccwnniimicatimiii service* or PCS. Finally, we 
are partners with Barry DiUer and Liberty Media in QVC, a cable home shopping 
service, that is an important platibrm finr the development of new interactive video 
services. 

Comcast, like many other companies whose core business has been cable tele- 
vision, is in the process of restractoring itself for the Twenty-First Centuiy. Our 
goal is to integrate these myriad netwoiis and services in order to provide consum- 
ers with unpmlleled dtoioe and convenience. We are putting in place the digital 
platform that will meet the telecomnmnications needs of generations to come. 

CABLE IS THE BBOADBAND SUPERHIGHWAY * * * TODAY 

If magazine covers and newspaper cohunn indies are a fair measure of the impor- 
tance of an issue to the public, toe convergence of telecommunications and related 
tedmologies certainly ranks iagkL 

This is a time of ^reat activity and excitement in the telecommunications field, 
as scores of companies jockey for position and enter new strategic alliances that 
cross the traditional boundiuies of communications, computers, publishing and 
video. 

America's cable television ccmipanies have an important role in that future. We 
already have in place coaxial and fiber optic networks of immense capacity, avail- 
able to 95 percent of all UJS. homes. The coaxial cable that feeds into your TV set 
can carry 9b0 times as much information as the telei^ne compan/s twisted pair. 
That is a powerftil connection. As we install new fiber optic trunks over the next 
Hve ^ars, cable's already sreat capacity will deuble. and cable system reliability 
will increase dramatically. Meanwhile, as we applv digital compression technology 
and install new converters in cable homes, channel capacity will increase tenfold — 
to 500 channels or more. And as we modify our cable system architectures to im- 
prove their two-way capability dramatically, we expect an explosion of interactive 
media, ^ving Americans new ways to communicate, learn, complete commercial 
transactions, and just ei^joy themselves. 

By the end of this decaoe, the cable industiy as a whole plans to invest another 
$14 billion in system upgrades. That represents xnegor technological advancement. 
That also represents economic growth and job creation for America. 

We have provided for the record of this hearing two recent reports by the National 
Cable Television Association that describe cable's role in the information age and 
in the advancement of America's telecommunications infrastructure. As these re- 
ports show, cable television systems, standing alone or interconnected with other 
wireline and wireless networks, are an important part of the technological mix that 
will meet a wide spectrum of residential and commercial telecommunications needs. 
Cable TV systems are providing a ubiquitous broadband superfai^way today. 

THE "NETWORK OP NETWORKS^ WILL BENEFIT ALL AMERICANS 

Simultaneous with the conveigence of technologies is growing competition among 
network providers. The growth of competition in the telecommunications market- 
place will pav dividends tor eveiy American. 

Consider the results of the break-up of AT&T almost ten years ago, which pro- 
duced new competition in long distance, telecommunications equipment, and imor- 
mation services. Long distance rates have dropped dramatically, while qualitv and 
innovation have improved. The blade rotary telef^ne, still commonplace a decade 
ago, is a distant memory, and we eigoy a previously unimaginable proliferation of 
devices— cordless phones, answering machines, fax machines, sophisticated 
multiline phones, and more. The wisdom of relying on competition is confirmed by 
the steady stream of other countries liberalizing tl^ir ovra telecommunications net- 
works. For instance, the European CommuniW nas resolved to open up all local ex- 
change services to competition by 1998, and Mexico plans to do the same by 1996. 

As a cable company, we face growing and real coraf)etition in our core business, 
as direct broadcast satellites, wireless cable and other multichannel video competi- 
tors enter the marketplace. Government policies are encouraging;, supporting and 
nourishing these new entrants. This competition is genuine, it is inevitable, and we 
must all respond to it. 

Now is the time for comparable policies to open up the telecommunications bottle- 
nedk. that has remained in4)ervious to meaningful competition: the local telei^ne 
exchan^. 

Looking ahead, we believe that technology may eventuallv make possible new 
entiy in the local exchange telei^ne market, which currently generates $100 bil- 
lion a year in revenues, /joiericans will get the benefits of new competition in this 
maiketplace before most other nations wQL And the growth of competition in this 
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market will promote, rather than endanger, the important social goal of universal 
service, as I will discuss later. 

Before Congress can make appropriate public policy on these matters, it is essen- 
tial to have a realistic grasp of tiie current state of competition in the local exchange 
market. 

The local exchange network is distinguishable from eveiy other telecommuni- 
cations facility in America. It provides essential switching and distribution services 
upon which every other provider of telecommunication services depends — ^in short, 
a monopoly. These same companies control the poles and conduits throu^ which 
every other wireline provider of telecommunications services must pass. And this 
will not change ovemi^t. 

Right now, well over 99 percent of all telephone calls cross the traditional local 
exchange network, including almost every Ions distance call and almost ever^ cel- 
lular call. Right now, for virtually eveiy telepnone user, there is no alternative to 
the local exchange company for purposes of connecting with the long distance tele- 
phone network or dialing across town. Risht now, all the alternative access carriers 
combined account for about 0.1 percent of the total local exchange revenue market. 

This is a simple, numerical refutation of the argument that new entry by cable, 
cellular, or anjr other technology threatens the revenue base of local telephone com- 
panies now or in the immediate future. Quite the contraiy — new entrants will mean 
market growth and increased demand, and this will drive the local phone companies 
to improve service, reduce costs and respond to the market. Every increase in traffic 
on alternative carriers means more incremental revenues for the local exchange 
company whose facilities are still essential to the completion of every call. 

By the same token, regulations premised on the existence of a local telephone mo- 
nopoly are still entirely appropriate. Local exchange companies will retain the abil- 
ity to abuse consumers ana competitors until such time as their bottleneck is elimi- 
nated. The facts are plain — ^that bottleneck remains secure, and will for some time. 

OBSERVATIONS ON S. 1086 

Government has an essential role in making competition woik. And given the 
rif^t ground rules, the benefits of competition should ultimatelv be within the reach 
ofevery consumer. Your proposed legislation, S. 1086, The Telecommunications In- 
frastructure Act of 1993, represents an important initial step in defining a policy 
framework for these changing and converging industries. 

Your bill embraces a number of ke^ principles that are essential if America is to 
have the world's best telecommunications infrastructure. 

S. 1086 recognizes that the best telecommunications infrastructure is a competi- 
tive infrastructure and places maximum reliance on private investment to buila out 
the infrastructure. In order to promote competition, your bill would begin to break 
down unnecessary regulatoiy barriers, particularly those that preclude entry in the 
local telephone exchange market. S. 1086 recognizes that equal access, number port- 
ability, and interconnection of networks on fair and reasonable terms and conditions 
are a sine cpia. non to competitive entry. Your bill also calls for a review of state 
regulatory hmits on competitive entiy to ensure that they do not thwart procom- 
petitive federal policies. 

S. 1086 recognizes that competition in virtually all aspects of telecommunications 
is both inevitaole and desirable. It also recognizes that government cannot merely 
declare the marketplace open and let Darwin's law prevail. We have not yet even 
reached the threshold of meaningful competitive entry in local exchange telephone 
service, the last remaining bottleneck in the terrestrial communications network. 
Federal policies that presume the existence of competition before it actually exists, 
and premise the elimination of restrictions on dominant local exchange carriers on 
that presumption, will have the perverse effect of killing ofT competition before it 
has even germinated. You must ensure that the policies you adopt, taken as a 
whole, provide a nurturing seedbed for emei^ging competitors. 

With Uiat preface, let me address several of the salient elements of your proposed 
legislation. 

Competition in the local telephone exchange: We strongly support your soal of 
opening up the local telephone loop to competition. Every American will benefit from 
tne new choice and innovation in local excnange services that only competitive entiy 
can bring. But federal policy must ensure that this competition is real and sustain- 
able, not illusory. 

We applaud your commitment to remove federal, state and local barriers to entiy 
in telepnony and to promote interconnection and equal access to local exchange net- 
work functions and facilities on a nondiscriminatory basis. Your overall policy direc- 
tion is on the right track, and a bill of this kind can help to ensure consistency and 
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uniformity in the opening up of local networks bjr the Renonal Bell Operating Com- 
panies and other local exchange companies — ^which will oe essential if competitive 
entiy is to succeed. However, we hope that any final legislation ¥rill jproviae more 
detail and guidance to the FCC ana state regiuators to ensure that Congressional 
intent is fully carried out. 

Telephone entry into the video programming ddiuery business: We recognize the 
inevitability, ana even the desirability, from a public policy perspective, of ulti- 
mately permitting eveiyone to compete freely in the multickuumel video delivery 
business as in every otl^r aspect of the telecommunications business. As technology 
advances and competition emems, the question is no longer 'whether," but Nrhen 
and under what circumstances. 

Your bill concedes that the dominant position of incumbent local exchange compa- 
nies requires that certain pro-conopetitive safeguards be imposed on their entry into 
the deuveiy of video services. Separate suMidiaiv requirements and proctions 
against inappropriate cross-subsidies are essential elements of any sudi legislation, 
and S. 1086 provides for some of these. We believe that the more specific safeguards 
contained in the bill that you introduced in the last Cong[ress, Mr. Chainnan — S. 
2112 — should be incorporated into S. 1086. Among other things, that earlier bill es- 
tablished detailed separate subsidiaiy reauirements and provided for stricter rules 
on cost allocation ana treatment of intan^le assets. 

In addition, we believe there is a critical threshold test that must be a part of 
any legislation: the reouirement that the local exchange telephone maiket be found 
"efiectively competitive as a precondition to phone company entry. 

Just last year Congress rein^Msed stiff regulation on the cable television industiy, 
while at the same time taking steps to ensure that cable's multichannel competitors 
will flourish. Congress declared tnat much of its regulation of cable will be lifted 
when the multichannel maiketplaoe is subject to "effective competition," which Con- 
gress defined in relevant part as the availability of one or more alternative video 
providere to at least 50 percent of homes in a service area, and subscription to such 
alternative providers by at least 15 percent of all homes taking multichannel serv- 
ices. 

Today, in an ever-growing number of communities across America, consumera ¥rill 
soon have a real choice among multichannel video providere. including competing 
cable systems, wireless cable operators, and home satellite oishes. By the end of 
1994. Huriies Space Communications ¥rill begin beaming 150 video channels to 
small dishes at nomes across America, and U.S. Satellite Broadcasting will also 
enter the market. 

In establishing these new restriction on cable. Congress did not presume that the 
multichannel video marketplace would be con^ictitive bv a date certain, or that by 
the mere enactment of legislation that maiketplace could be deemed competitive — 
it insisted that the existence of real, effective competition be demonstrated before 
the incumbent cable operator would be deregulated. 

The telephone companies should be treated the same way. Any relief from the re- 
striction on telephone company provision of video programming services should be 
similarlv conditioned on the existence of "effective competition in the maiket cur- 
rently aominated by the local exdianse companies. The narm you are tiying to cuib 
through regulatory safeguards and other requirements is to make it uneconomic for 
local exchange companies to shift costs, harming consumers and competitors. There- 
fore, the best safeguard of all is not to rely solely upon regulation, but to eliminate 
the local telephone oompan/s economic incentive to shift costs by subjecting it to 
competition and ensuring that competition can be sustained. 

There is a fundamental linkage between letting local exchange companies into 
cable and promoting competition in the local exchange. The most likely providere 
of competitive local exchange services are today's local cable companies. Our compa- 
nies face inunense barriere to entering that market, not the least of which is the 
resistance of many state regulaton (fueled by the telephone companies) to grant op- 
erating certificates to new entrants, no matter how specialized the maiket tney mav 
seek. The problems of interconnection, equal access, number portability, standard- 
setting, and others will likely take yeara to resolve throu^ regulatoiy and judicial 
means. Letting the local exdiange companies into the video ousiness before their 
core business is subject to effective competition will simply wipe out economic incen- 
tives for competitive entiy. 

Certainly, conditioning phone company entiy into cable merely on the existence 
of an FCC!-approved interconnection tariff, as S. 1086 in its current form would do, 
is no guarantee that competitive entiy will ever occur. On the contrary, freeing the 
local exchange company to invade tbs cable business from the moment that such 
tariff is approved means that the game will be over before it has begun. We have 
precedent tnat speaks clearly to the shortcomings of this approach— %e FCCs ef- 
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forts to implement "open network architecture," or ONA, as a means of promoting 
competition in certain network and information services have been highly unsatis- 
factoiy. The local exchange companies cannot be held in check by the mere existence 
of an open-entry tariff. Congress must ensure that real and sustainable competition 
has taken hold in the local exchange before LEG entry into the video marketi>lace 
is allowed. This is a matter of fundamental fairness, for consumers and competitors 
idike. 

Universal service: Government must ensure that universal telephone service is 
preserved. This is a critically important social goal, but the wav in which we achieve 
it must be reexamined. Regulations that maintain a monopoly network and allow 
cross-subsidies to promote access to that network are simply not a viable policy for 
the next centuiy. Now is the time to explore new approaches. 

Your proposed legislation recognizes this fact by stressing that the states and the 
FGG "shall have as their goal directly assisting mdividuals or entities that cannot 
aflbrd the cost of their telecommunications service or equipment." As government 
policy promotes competitive entiy, the focus must shift away from intra-network 
cost-shifting and toward more targeted assistance to those who truly need it. 

We agree that all companies that ptarticipate in the local exchange marketplace— 
incumbents and new entrants alike, incluaing cable operators — must bear some re- 
sponsibility to contribute to universal service. But tne structure of the universal 
service program, and the flow of funds, must be changed. 

There currently are programs in place to ensure universal service which involve 
govemment-admmistered transfers from telecommunications users directly to local 
telephone companies. In the future, the better approach may be for government to 
give anyone who can demonstrate that they are the least-cost provider — whether the 
current local exchange company, a cable operator, an alternative access provider, a 
wireless operator — a chance to bid to become the '^lniver8al service provider." In 
other woras, let anyone who can do the job, do the job. Another approach could be 
to allow competitive provision of universal service, and allocate these universal serv- 
ice funds to service providers in accordance with their share of the subsidized mar- 
ket; this could have the added advantage of expanding incentives for competitive 
entry into markets that would otherwise oe economically unattractive. 

We encourage you to weiffh these or other efTective ways to accomplish the impor- 
tant social goal of universal service, and we are prepared to woik with you on this 
issue. 

JoirU ventures, mergers and acquisitions by and between local exchange companies 
and cable systems: S. 1086 appears to bar joint ventures between local exchange 
companies and cable companies, or acquisitions of cable companies by local ex- 
change companies, without exception. We believe there must be flexibility in these 
provisions, in any maiket where competition is simply not sustainable, it would be 
extremely unfair and counterproductive to force one or both contenders to continue 
to provide service. And this may not simply be limited to rural markets. Therefore, 
any legislation should include appropriate policies to anticipate such circumstances 
and to permit merffers or acquisitions under reouirements that ensure the public 
interest is protected, including the continued application of detailed pro-competitive 
and pro-consumer safeguards that would generally apply to their provision or multi- 
channel video services as we have detailed above. 

CONCLUSION 

Mr. Ghairman, you have shown your determination to adopt policies that will 
bring Americans a Twenty-First Gentury telecommunications infrastructure, second 
to none, and faster than the rest of the world. Given the right legal environment, 
America can have a choice among multiple wireline and wireless providers, ofTeiing 
competitive prices, innovative service options, and myriad combinations of capacity, 
capability and mobility that will meet our nation's diverse information and enter- 
tamment needs. 

But the ability of Gomcast, other cable companies, and other telecommunications 
entrepreneurs to contribute to this infrastructure depends upon your unswerving de- 
termination to put competition first, to eliminate federal, state and local barriers to 
new entrants, and to promote compatibility and interconnection of networks. Equal- 
ly important, we hope you will avoid policies that permit local exchange companies 
to enter the multichannel video programming marketplace prematurely, or under 
regulatory safeguards that won*t protect consumers or competitors against monopoly 
abuses. And we also encourage vou to permit flexibility in joint ventures, mergers 
and acquisitions to account for the likelihood that not every community will be able 
to sustain competing broadband netwoiks. in order to ensure that no comnninity 
will be deprived of the best possible netwon. 
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On behalf of the memben of NCTA, thank you again for the invitation to partici- 
pate in this vitally important dialogue. We are veiy eager to work with you to en- 
sure that our vision of a competitive telecommunications future can become a re- 
ality. 

Thank you. 



['^able Television and America's Telecommunications Infinstructure," and Twen- 
ty First Centu^ Television-— Cable Television in the Information Age," by the Na- 
tional Cable Television Association may be found in the committee's mes.] 

Senator INOUYE. Thank you veiy much, Mr. Roberts. Mr. Ware. 

STATEMENT OF LAWRENCE C. WARE, MANAGER, GARDEN 
VALLEY TELEPHONE CO. 

Mr. Ware. Good momine, Mr. Chairman and members of the 
subcommittee. My name is Lawrence Ware, and I am the manager 
of Garden Valley Telephone Co. in Erskine, MN. My company is a 
cooperative that serves approsdmately 13,000 subscribers in 24 ex- 
changes. Our density is 2.6 subscribers per mile of line. With the 
help of Federal and State programs, we provide single-party tele- 
phone service with 23 digital offices. We also have over 300 miles 
of fiber optic cable in service and provide a fully interactive tele- 
vision service connecting six area schools. 

I am appearing for the Rural Telephone Coalition to explain our 
grave concerns about S. 1086. The coalition is an alliance of NRTA, 
NTCA, and OPASTCO. The three associations represent more than 
850 small rural telephone systems. 

Mr. Chairman, we support universal affordable service and infra- 
structure development tnroup^hout the United States. We under- 
stand that is the purpose of S. 1086. However, the coalition be- 
lieves that S. 1086 is far more likely to raise rural rates, stall rural 
infrastructure improvements, and create new barriers to expanded 
service choices for most rural consumers. 

S. 1086 would preempt State authority and open local telephone 
service to competition. Economic theory g[enerally says competition 
will increase efficiency, lower prices, and improve service, but rural 
systems tjrpically serve thinly populated areas that support a single 
network only with the help of existing support structures. Indeed, 
small rural companies came into existence because marketplace 
forces chose not to serve high-cost, low-density areas. 

Encouraging duplication m rural areas is almost certain to erode 
our ability to provide high-quality service at affordable rates and 
upgrade our networks. Selective duplication and massive 
unbundling on request will erode the limited economies of scale 
available in low-density markets. Establishing competitive pricing 
for hieh-volume customers in rural areas will raise rates for resi- 
dential and small business customers. Add in the huge cost of local 
number portability, and you have a recipe for rural disaster. 

Now, I want to be clear. We are only asking vou not to mandate 
rural competition. We ask that you continue to let regulators, State 
regulators, decide when the benefits of rural competition will out- 
weigh the costs. They understand the rural needs and are respon- 
sible to the local customers. 

The bill does contain some universal service and rural infrastruc- 
ture provisions, so it is clear that the subcommittee wants to help. 
In fact, the coalition agrees wholeheartedly with the provision re- 
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quiring universal service contributions from all carriers. The rest 
of the universal service and infrastructure provisions will not do 
the job. The bill deprives the States of most of their time-tested 
tools to aid and ensure universal service and then charges them 
with protecting universal service. 

Moreover, the bill endorses direct support flow to low-income 
users rather than support for high-cost areas, and it calls for cost- 
based rural rates. The existing support flows are efficient and they 
work well. The proof of that is in our affordable and world-class 

Sublic switch network. However, provisions of this bill seem to con- 
ict with the existing support measures. We ask the subcommittee 
not to change the market structure for basic local service until you 
are sure that rural areas will have adequate support to prevent 
hufi'e rate increases and a growing information gap between rural 
and urban areas. 

We need your help. Rural areas will need mcgor investments to 
replacing a^ng plant, maintain adequate services, and bring need- 
ed information services to rural residents. The Coalition urges Con- 
gress to enact the provisions in S. 570 that require joint telco plan- 
ning and give small telcos the option to share network capabilities 
with their larger neighbors. Those policies will do much more for 
rural service, rates, and infrastructure development than S. 1086 
in its present form. 

Mr. Chairman, thank you for this opportunity to speak for the 
Rural Telephone Coalition. We look forward to working wiUi the 
subcommittee to craft legislation that effectively promotes public 
network improvements without making rural consumers the vic- 
tims of a risKy experiment with the national public switch network. 
Thank you, sir. 
[The prepared statement of Mr. Ware follows:] 

Prepared Statement op Lawrence C. Ware 

Good morning, Mr. Chairman and members of the subcommittee. My name is 
Lawrence C. Ware and I am the Manager of Garden Vallev Telephone Company in 
Erskine, Minnesota. Garden Valley is an independent telephone cooperative that 
serves approximately 13,500 telephone subscribers in 24 exchanges spanning over 
3700 square miles in eight counties in northwest Minnesota. Our density is 2.6 sub- 
scribers per mile of line. We provide all one party telephone service wim 23 digital 
central omces and have over 300 miles of fiber optic caole in service. Garden Valley 
provides a fully interactive television service connecting six area schools. We provide 
cable television service to appraximatelv 2000 subscribers in eleven communities, 
and are also involved in providing cellular and paging services. Garden Valley has 
served rural Minnesota for 87 years. We are an KEA borrower. 

I appreciate the opportuniW to present the serious concerns of the Rural Tele- 

?hone Coalition (RTC) with S. 1086, the Telecommunications Infrastructure Act of 
993. 

The Rural Telephone Coalition is an alliance of the National Rural Telecom Asso- 
ciation (NRTA), National Telephone Cooperative Association (NTCA), and the Or^- 
nization for the Protection and Advancement of Small Telephone Compames 
(OPASTCO). More than 850 small and rural telephone systems scattered throu^ 
46 states are membere of the three associations. 

I. THE RURAL TELEPHONE COALITION SUPPORTS THE ULTIMATE POUCY GOALS OF S. 
1066, AS rr UNDERSTANDS THEM 

According to the findings and purposes of S. 1086, the ultimate goals of the bill 
are to develop the nation's telecommunications infrastructure: promote universal 
service; and provide consumers with advanced and reliable capaoilities and services, 
reasonable prices, and a wide variety of service options. Mr. Chairman, the Rural 
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Telephone Coalition (RTC) strongly supports these ultimate c^als of the bill.^ They 
should be mandated as federal policy opals for the FCC to pursue, not just identified 
as non-substantive purposes or the bul. Indeed, small and rural telef^ne compa- 
nies and existing rural teleconununications policies were created in order to realize 
in rural areas the exact results S. 1086 envisions. 

The RTC has long advocated the development of a nationwide advanced tele- 
communications infrastructure. Much has been written on this subject in recent 
years, which the RTC will not repeat in detail here. Telecommunications services 
play an important role in overcoming some of the problems associated with the long 
distances and isolation of rural life. Tor example, distance learning programs make 
it easier for rural communities to combine teaching and facilities resources, siving 
their students access to classes that the communities would not have been able to 
support individually. Similarly, medical ima^g can allow physicians in small 
towns to tap into the consultation and diagnostic resources of larger urban hospitals 
without leaving their communities. Advanced services provided over state-of-the- art 
telecommunications facilities will allow more communities to benefit from these and 
other telecommunications services. 

The RTC has also always been fully committed to the federal and state universal 
telephone service policies. Small and rural telephone companies have striven to ex- 
tena service to those customers most at risk of maiketplace failure: low-income sub- 
scribers and subscribers located in areas that are more costly to serve. The RTC has 
also supported the various state and federal programs deskpied to help achieve and 
sustain the national goal of universal service, such as the Dfeline and Link-Up pro- 
-ams, the Universal Service Fund and Rural Electrification Administration nnanc- 
inff. An important aspect of universal service is the availability of services at reason- 
able rates. The RTC; believes that afibrdable local rates ana nationwide averaged 
interstate toll rates are the hallmarks of an important and successful national pol- 
icy, which contributes to rural economic development by decreasing the difference 
between the cost of living and doing business in rural ana urban areas. 

Small and rural telephone companies also see the benefit of maximizing consumer 
choices, of technology and services. Many rural LECs have deployed, or are planning 
to deploy, digital switching, fiber optic transmission, and signalling system 7 (SS7) 
in order to provide their rural customers with the same array oi technology and 
service options that urban customers have. An advanced affordable netwow will 
allow multiple choices of information and other services to be available to rural resi- 
dents and businesses. The RTC believes that rural areas must keep pace with urban 
areas in development and afibrdability if rural areas are to succeed in their efforts 
at economic development. 

In the following testimony, the RTC will discuss (1) why rural areas have needed 
strong government policies and programs to achieve the telecommunications net- 
works that serve them well today at reasonable prices; (2) why competition will not 
provide affordable, hi^ quality service; (3) why rural differences require the devel- 
opment of policies ana mechanisms Uiat will enectively ensure universal rural serv- 
ice at reasonable rates and rural infrastructure developments Congress before 
makes radical changes in the nation's telecommunications maiket structure and (4) 
some policy initiatives that will serve rural customer interests better than those pro- 
posed in S. 1086. 

II. FEDERAL POUCIES AND MECHANISMS, NOT THE MARKETPLACE, HAVE BROUGHT HIGH 
QUALFTY TELECOMMUNICATIONS SERVICE TO RURAL CONSUMERS 

A. Rural LECs Grew Up to Serve Unserved Areas 

Small and rural independent telephone companies have a long history of serving 
those areas that the Bell companies did not choose to serve. But the marketplace 
alone did not bring about today's ubiauitous, affordable telephone network. 

Commercial telephone service in tne United States began in 1877. Initially the 
Bell companies held the necessary patents and essentially ei\joyed a complete mo- 
nopoly. However, spurred only by tne marketplace, the Bell companies did not ex- 
tend service to many rural and residential areas. Conse|quently, after 15 years of 
Bell infrastructure development, there was only approximately one telephone for 
every 240 people in the United States. 

Independent telephone companies began to appear to meet the unmet need in 
their oonmiunities in 1894 when the essential Bell patents had either expired or 
were narrowly construed by the courts. In addition, competition by independent 



1 We discuss, in Section III, our concern that the means chosen to achieve these laudable goals 
will not do so for rural areas and, in Section IV, the measures we believe will better serve mral 
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local exchange carriers (LBCs) appeared in only the most profitable locations. Less 
populous areas were senerally served by systems under cooperative ownerships, or 
by often rudimentaiy narmers Hnes,* if they were served at all. 

Telephone service was necessary for those living in the rural and remote areas. 
Moreover, it allowed them to conmninicate quickly without the necessity of an ex- 
pensive and time-consuming trip. In fact, rural residents still tend to rely heavily 
on telecommunications because of their isolation in comparison with metropolitan 
area residents.^ 

B. Rural LECs Have Shown a Commitment to Rural Infrastructure Devdopment 
Tlie pioneering spirit of the owners of the cooperatives and those who strung the 

Tanners lines" began the process that brou^t service to rural and remote America. 
Small and rural telephone companies have continued to upgrade their netwoiks and 
bring new services and technologies to their customers, often at a faster pace than 
the laiger companies. The National Exchange Carrier Association (NECA) compiled 
a report reganung the technological standing of the more than 1000 smdl teledhone 
companies electing to participate in the NECA interstate access service tariff. Tliese 
coDApanies serve many of the rural and remote areas of the U J3. Over 90 percent 
of these companies serve less than 10,000 access lines-^2 percent of these small 
companies have fewer than 6500 access lines. On an average they serve about 5600 
access lines per company. By the end of 1992. 93 percent of Uieir central office 
switches were expected to be digitaL By the end of 1990, NECA companies had in- 
creased their digital switches to 76 percent of their total switdies. This compares 
to 59 percent for the RBOCs. Tliese NECA member companies continue to be lead- 
ers in the deplc^ment of digital svdtcfaes. 

More than 800 of these companies' central offices, serving over a million access 
lines, will be upgraded to new software programs bv tiie end of this year. Approxi- 
mately 35 percent of these companies have mstallea some fiber optic interoffice fa- 
cilities. Ten percent of the offices will have at least some fiber in tneir loop facilities 
by year-end 1994. 

C. Rural LECs Have Relied on Government Programs and LEC Network Integration 

to Promote High Quality, Affordable Service 

Independent LECs have been a critical factor in the equation that makes avail- 
able "so far as possible, to all the people of the United States a rapid, efficient, na- 
tion-wide, and world-wide wire and radio communication service with adequate fa- 
cilities at reasonable chaijges. But rural LECs could not have done it alone." The 
other factors in the equation neoessaiy to achieve universal service and infirastruc- 
ture development are federal and state support programs. 

The Rural Electrification Administration (REA) telephone loan program has been 
instrumental in ensuring that modem telecommunications technology and services 
are available in rural areas in the United States. Since the inception of the tele- 
phone lending program in 1949, REA financing has provided telephone service to 
more than 5 million subscribers. REA borrowers have grown from less than 20 to 
960 since the program began. All of the REA telephone loan funds have been used 
to further the purpose of tne law — *to furnish and improve telecommunications serv- 
ices in rural areas." This federal program has been indispensable in ensuring that 
the nation's universal service objectives are met. Indeed, the statutory purpose is 
to provide and improve service for "the widest practicable number of rural users 
♦ ♦ ♦"8 The REA plays a pivotal role in the development of the infrastructure in 
rural areas. Moreover, the continued efficient operation of the Rural Telephone 
Bank and the REA loan programs is essential to the continued development of the 
telecommunications infrastructure in the rural areas of the United States. 

Tlie Universal Service Fund (USF) is a Federal/State program which helps offset 
the hi^ operating costs of some telephone companies, enabling them to keep local 
rates at reasonable levels in hi^ cost areas — most often rural and remote areas. 
Since the establishment of the USF, manv of the small and rural LECs have ex- 
tended service to remote areas and upgraded their facilities without significant im- 
pacts on their customers' local rates. Thus, the USF significantly contributes to uni- 
versal service and infrastructure development. 

Tlie federal commitment to geographic averaging of interstate toll rates is an es- 
sential component of the Federal Communications Commission's (FCCs) universal 
serrice policy. Through interstate averaging, price reductions for high volume routes 
also benefit customers making calls on low volume routes (mostly to or from rural 



s Rural America in the Information Age, Edwin Parker, Heather Hudson, Don A. Dillman, An- 
drew Roscoe, p. 34 (1989). (ParicerX 
»7U.S.C..£c721. 
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and remote areas). Geographically averaged toll rates are very important to cus- 
tomers in rural areas. Rural residents use telecommunications more and spend more 
of their disposable income on telephone calls than their urban counterparts. For ex- 
ample, Native people in northern Canada and Alaska spend more than three times 
as much as their urban counterparts on long-distance calls, even thou^ their aver- 
age income is generally lower.^ 

Members of the rural community make many more long distance calls because of 
their location. For instance, a rural resident's call to a physician is likely to be a 
long distance call because of the limited geographic scope of the local service in 
these remote and rural areas and the relative lack of doctors. Consequently, without 
geographic rate averaging, people in some rural communities would pay substan- 
tially more for calls that metropolitan area residents take for granted, since they 
are witliin the scope of a local call." Higher rates would particularly disadvantage 
those on fixed incomes and most in need of communications services, such as the 
elderly. High cost access to information services in rural areas could stunt economic 
development and deprive consumers of the benefits of information sources available 
at reasonable prices in cities and suburbs. Geographic rate averaging thus remains 
essential to universal service and infrastructure development. Losing the benefit of 
nationwide toll rate averaging would increase the economic disadvantages and isola- 
tion of rural and remote areas. 

The local franchise has provided a successful vehicle to achieve the nation's para- 
mount public interest goal — universal, affordable, efiicient, high quality communica- 
tions service. In fact, the local franchise was developed specifically because it could 
satisfy public objectives where competition failed.^ The franchise allows each state 
to promote efficiency, service to remote areas, and affordable local and long distance 
services by viable LECs. 

Regulators concluded that competition interfered with economies of scale because 
of the large investment required to develop and maintain telephone operations and 
the high levels of fixed costs. Concern with the importance of telephone service and 
the belief that it was a natural monopoly, most efiiciently provided by a single com- 
pany in a geographical area, led state legislators in a growing number of states to 
apply "public utility" regulation to telephone communications as industries ''affected 
with the public interest." 

The local franchise concept has worked, in part, because it gives each state lati- 
tude to tailor regulation to satisfy public goals to conditions within the jurisdiction. 
State jurisdiction over local exchange service produces a package of rights and obli- 
gations fine-tuned by each state to obtain the desired public benefits. The develop- 
ment of universal service and the advanced infrastructure has been substantially 
helped by the co-provision of services by small and large LECs. LEC-to-LEC inter- 
connection and joint service arrangements increase small LEC efficiency, in spite of 
the inherent limitations on economies of scale in low density rural markets. This 
traditional form of infrastructure sharing has allowed the small LECs to establish 
interconnection arrangements with their larger Bell neighbors that afford them a 
greater opportunity to bring new and advanced services to their customers in rural 
and remote areas. Such co-provision of services establishes a publicly available core 
distribution network that serves as a foundation for the advanced services and infor- 
mation opportunities that are becoming available. 

Thus, one indispensable ingredient that has allowed LECs to provide rural resi- 
dents and businesses with high quality, affordable telecommunications and techno- 
logically advancing network capabilities has been the federal and state programs 
aimed at serving high cost rural areas. Preserving the hard-won benefits of these 
programs must be the backdrop for this Subcommittee's consideration of a new pub- 
lic policy framework. These programs — the RE A telephone loan programs, the Uni- 
versal Service Fund, geographic toll rate averaging, the local franchise and LEC 
public network integration — and the service orientation of the small and rural LECs 
combine to drive the development of the rural infrastructure and help meet the na- 
tion's universal service objectives. 



4 Parker, Supra. 2 p. 34. 

BSee, W.G. Lavey, The Public Policies Which Changed the Telephone Industiy Into Regulated 
Monopolies: Lessons from Around 1915 (1987). 
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m. ENACTING S. 10S6 IN ITS PRBSBNT FORM, WOULD UNDBRMINB UNIVERSAL SERVICE, 
INFRASmUCTURE DEVELOPMENT AND REASONABLY PRICED CONSUMER CHOICES FOR 
RURAL AMERICANS 

A. Preemptively Mandating Competition Cannot Be Assumed To Benefit Rural Con- 
sumers, 

Mr. Chairman, the RTC recognizes the good intentions underlying S. 1086. How- 
ever, the RTC is concerned that the bill's combination of regulatoiy and marketplace 
tools will not achieve the legislation's goals in rural areas. 

A basic premise of S. 1086 (p. 2, 11. 18-22) is that fosterinff competition will 
encourage infrastructure development and have beneficial effects on the price, 
universal availability, variety, and Quality of telecommunications services. 
Based on this belief, S. 1086 proposes neavy reliance on comi)etition and maiket- 
plaoe forces to achieve the paramount national telecommunications goals of univer- 
sal service, infrastructure oevelopment and increasing consumer choice. To stimu- 
late competitive entry, S. 1086 imposes extensive interconnection and unbundling 
obligations unparalleled in competitive industries. 

This proposed national policy would initiate a lam-scale test of telecommuni- 
cations economics: Alfred Kahn, a strong advocate of competition, has testified in 
the House of Representatives that onlv experimentation can demonstrate whether 
local exchange operations are a natural monopoly «; another noted economist, Lewis 
Perl, has testified that the feasibility and impiact of intraLATA competition can also 
oI^y be determined by experimentation.^ 

Tiie RTC cannot comment on how this proposed experiment in revolutionizing the 
nation's local exchange and access market structure and intercarrier obligations ¥dll 
affect metropolitan markets. It may be time to experiment with local and intraLATA 
competition in metropolitan areas. That judgment call is for Congress, after it has 
identified and dealt with the likely side eflects discussed below. However, the risk 
of such an experiment in rural areas is not one that members of Congress should 
impose on the residents of these high cost, economically fragile portions of the na- 
tion. 

Northwestern University Economics Professor John C. Panzar has warned that 
local and intraLATA competition in rural areas can decrease efficiency and erode 
the support flows underlymff economically and socially desirable universal service.^ 
Moreover, small and rural LECs have long experience in serving areas with lower 
population density and consequently higher costs of service per customer. They un- 
derstand, as the National Telecommunications and Information Administration 
(NTIA) recognized in NTIA Telecom 2000, the pressing; need to: 

assess each competitive policy as to its potential to be counterproductive in 
sparsely populated areas where the economic base may not be sufficient to sup- 
port a single firm, much less competing firms.^ 

S. 1086 does not follow this prinaple of cautiously assessing the feasibility and 
effects before mandating competition in rural areas. Instead, the policy in S. 1086 
would encourage new entrants to build duplicate facilities in competition with estab- 
lished rural universal service providers to take advantage of any perceived oppor- 
tunity for profit. The consequences for rural consumers and the LECs that serve as 
rural carriers of last resort could be devastating. 

L The Costs of Rural Competition Will Likely Exceed the Benefits 
To the extent that competitors come to rural areas at all, the costs often will ex- 
ceed any local benefits. The generally low volume of traffic in rural areas already 
makes it difficult to achieve economies of scale in trunking, switching and other net- 
work functions. Long local loops further add to the cost to seive rural customers. 
Duplication of selected parts of the network by competitors would reduce traffic 
loadings, further diminisning efficiency. 

New entrants seldom serve the places and customers that are most costly and dif- 
ficult to serve; they choose to compete for high volume, low cost customers and 
places. The higher cost customers and places are left behind for Uie legally obligated 
carrier of last resort" to serve. Thus, the existing provider becomes saddled with 
more costs to recover from a diminishing customer base. 



•Testimony of Al fined E. Kahn before the House Subcommittee on Tdecommunications, p. 6 
(July 15, 1987). 

▼Testimony of Lewis J. Peri before the Kentucky Public Service Commission, pp. 3-4 (Septem- 
ber 8,1989). 

* J.C. Pansar, The Continuing Role for Franchise Monopoly in Rural Telephony (1987). 

•U.S. Department of Commerce, (NTIA) NTIA Telecom 2000: Charting the Caane for a New 
Centuiy, p. 97 (1988) (NTIA Tdecom 2000). 
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Cost and rate averaging between lower cost areas and customers and higher cost 
areas and customers is increasingly unsustainable for a rural L£C faced with com- 
petition. Great Plains Communications in Nebraska has stated that it costs 10 times 
more to serve the outlying parts of its service area than to serve a core rural com- 
munity. Deaveraging at any level means hi^er rates for the customers it costs 
more to serve. 

There is little incentive for the universal service provider to upgrade the public)^ 
available network infrastructure when cost recovery is in doubt. Accordingly, to the 
extent that the bill encourages rural duplications the result is likely to oe hi^ier 
rates and less network modernization for typical rural residential and small busi- 
ness customers. The benefits to larger business customers and other "winners" from 
imposing a federal local exchange and intrastate competition policy will be paid for 
by the rural and small business "losers." These ill-fated consumers will also UkeJ^ 
form a ffrowing rural class of information have-nots, as Uieir infrastructure faUs be- 
hind, fulfilling the Office of Technology Assessment's warning of an increasing rural- 
urban infrastructure gap.^o 

2. Many Rural Consumers Are Unlikely to Have Reasonably Priced Choices 

Among Providers 
Rural areas are not immune from competition. Rural cellular systems are in oper- 
ation providing service at premium prices, and PCS systems will be authorized be- 
fore long. The dense cores of many rural areas have cable service, althou^ the sys- 
tem oflen does not "pass" residents in the surrounding areas. But it is a serious mis- 
take to assume that marketplace forces will ofler the typical rural residential or 
small business customer competitive choices and access to advanced netwoik capa- 
bilities, or even maintain reasonably priced basic services and expand access to new 
services. Entrants concentrate on high volume customers with the highest potential 
profit margin. Lower volume customers are then lefl with on^ one choice of pro- 
vider, but almost certainly must pay higher rates. Indeed, tvpical rural consumers 
would have more competitive service choices if the LEC that provides universal 
service could count on recouping the cost of widely-available advanced public net- 
work capabilities. Affordable alternative services could Uien be offered using the 
public network. 

3. Far-Reaching Requirements for Interconnection, Number Portability and 

Intercarrier Arrangements Will Overburden Rural Areas 
Rural consumers that experience no benefits would nevertheless shoulder a share 
of the expense for S. 1086^8 policies to foster competition. Local number portability 
and selective, minutely unbundled interconnection, both required upon recmest 
wherever "technically feasible" under S. 1086, could impose enormous costs ana ad- 
ministrative burdens on the universal service providers. For example, even small 
LECs would require extensive data bases and signaling capabilities to accommodate 
floating local numbers, even if few customers have access to alternative providers. 
Unbundling would be available in rural networks, on request, without regard to the 
eflect on the loading and eHiciency of existing or planned facilities, the difierent eco- 
nomic consequences for low volume rural markets or the extent of demand for 
unbundled network elements. 

The FCC has limited its expanded interconnection requirements for interstate 
special access — and those proposed for switehed access - to the laif^est Tier 1 LECs. 
Tnis bill goes far beyond tne expert federal agency's carefully considered application 
to sweep in small and rural LECs, without any analysis of their difierent cir- 
cumstances. 

S. 1086 Could Interfere with Efficient Network Development and Integration 
Mechanisms 
Rural Electrification Administration (REA) programs that provide capital to im- 
prove the infrastructure in rural areas are unavailable where duplicative rural tele- 
communications facilities may be involved. To protect the UJS. government's loan se- 
curity, the Rural Electrification Act restricts loans to situations where a state com- 
mission issues a certificate of convenience or the Adnunistrator makes an equivalent 
ruling that "no duplication of lines, facilities or systems, providing reasonably ade- 
quate services will result therefrom." 7 U.S.C. §922. By preempting state certifi- 
cation and makinff duplicative entry a national policy, the Dill may obstruct needed 
loans for rural infrastructure development and compromise the security of existing 
REA loans. It would be ironic if legislation purporting to stimulate infrastructure 



10 U.S. Congress, Office of Technology Assessment, Rural America at the Crossroads: 
Networking for the Future, p. 79 (1991). 
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development instead interfered ¥rith the hi^y efiective REA rural infrastructure 
development programs. 

In fact, S. 1086 could also limit the ability of rural LECs to buy rural cable tele- 
vision systems or engage in joint ventures to increase ^e efficiency of the rural in- 
frastructure. Congress allowed the acquisition of rural cable systems in the 1984 
cable legislation and left the definition of 'Vural" up to the FCC. However, S. 1086 
(pp. 17-19) would amend the 1984 Cable Act cross-ownership provision to mnit L£C 
acquisitions and most joint arrangements to cable television systems ¥rithin 'irural* 
sendee areas as currently defined. The FCC has before it compelling evidence that 
the definition of rural areas should be expanded to remedy saps in rural cable tele- 
vision availability. In rural areas, the ability to integrate telephone and cable oper- 
ations could speU the difference between broadband telecommunications availability 
and arrested network development. Thus, there is no reason to change the 1984 
rural acquisition policy or restrict the FCCs discretion to define 'Vural" for purposes 
of the rural exemption. 

The interconnection and mutual compensation sections mi^t even be interpreted 
to require termination of the long-established co-provider relationships among 
LECs. In that case, rural and residential customers could suffer further setbadu in 
the price and availability of services and networic capabilities.^! 

5. Changes in the Interexchange Provisions of the MFJ Must Also Be Care- 

fully Evaluated 

S. 1086 also proposes migor changes in the interexchange restrictions currently 
applicable to the Re^onal Bell Operating Companies under the Modification of 
Final Judgment that implemented AT&T's divestiture of its local exchanse and ac- 
cess operations in the government's antitrust case.^^ The RTC has ^enerall^ opposed 
removal of the interexchange restrictions, except for narrowly limited rehef to rec- 
tify' specific problems. 

The interexchange relief proposed here includes an oddly-assorted menu of 
changes. The proposal to remove the restriction with regard to cable television oper- 
ations presents new Questions which the RTC is still studying. The requirement of 
equal access for cellular systems would inexplicably extend a requirement now ap- 
plied to the RBOCs to the rest of the cellular industiy, with no recognition of the 
significant differences involved. The other cellular relief seems to duplicate relief al- 
ready granted throush court-approved waivers. In contrast, the RTC has supported 
relief to allow interLEC signalling needed for network operations. This beneficial 
and necessaiy change is not proporcd by S. 1086. 

Cleariy, the smoi^gasbord of interexchange relief proposed here must be evaluated 
carefully. One criterion for all such proposals should be protecting adequately 
against further geografdiic deaveraging of interstate toll rates. 

6. Limiting the New National Policy Mandate and Requirements to Metropoli- 

tan Areas or Large LECs Would Provide Partial Relief for Rural Areas 
Many of the problems raised for rural areas by S. 1086 could be alleviated by re- 
stricting the biirs competitive mandate and implementing requirements to metro- 
politan areas or (as the FCC has done for special access interconnection) to the larg- 
est (Tier 1) LECs. 

This approach would not preclude competition in rural areas. It would simp^ 
leave the authority to make determinations about rural comp^tion where it is 
todav, with the States. States would remain free to allow competition whenever they 
decioe that the benefits of competition in rural areas outwei^ the costs. A Her 1 
limitation would allow competition with the LECs serving most of the nation's cus- 
tomers. Tier 1 carriers serve more than 92 percent of the nation's access lines. Even 
excluding the large LECs' rural areas would leaive the megority of UJS. telecommuni- 
cations customers within the local competition erperiment. Thus, a more cautious 
policy that recognized rural differences would stiU represent a massive change in 
national telecommunications policy, while decreasing the unacoeptably hi^^ riau S. 
1086 poses for rural consumers. 

B, S. 1086 Undermines Crucial Universal Support Mechanisms and Jeopardizes 
Toll Rate Averaging 
Mr. Chairman, S. 1086 recognizes (P. 4, LL 21-24) that "additional regulatoiy 
measures are needed to allow consumers in rural markets and non-competitive mar- 
kets the opportunity to benefit from hi^-quality telecommunications capabilities." 



u Section IV, bdow, discuaaes the vital importance of infrBatrocture aharing to rural infta- 
atnictare advancea. 

xs United StaUs v. Western Bketrie, Civfl Action No. 82-1002 (U.8. Diatrict Court, District of 
ColambiaX 
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The bill even seeks, in Sections 229(d) and 230. to address the inherent problem of 
maintaining universal service and promoting infrastructure development tnrou^ioat 
the U.S. in a competitive environment. The RTC appreciates the effort to HCOOToroo- 
date rural needs. 

Unfortunately, the curative efforts are vague and uncertain. They boil down to 
emptv assurances. Thus, even if S. 1086 is amended to limit its pro-con^)etitive 
mandates to metropolitan areas or Tier 1 LECs' service areas, farther dianges are 
necessary to protect universal service, promote rural infrastructure advances and 
keep rates reasonable for rural and resioential consumers. 

L Competition (Without New Mechanisms) Is Incompatible with ToU Rate 
Averaging and Existing Support Flows 

Economic theory holds that competition will bring prices down to incremental 
cost. Competition in metropolitan areas is already creating pressure to lower uiban 
and large customer rates tnat are above LECs' costs, to permit deaveraging and to 
reduce or eliminate support flows, whether direct or achieved through public policy- 
driven cost allocations. These have been the traditional sources of support flows to 
keep the rates in hi^er cost areas and rates for low volume customers lower than 
they would otherwise be. The same kind of cost allocation and pricing policies have 
traditionally kept business rates above their avera^ costs so that residential rates 
could be kept low and have supported interstate toll rate averagins. 

Competition will inevitably eviscerate support mechanisms that require some 
competitors (i.e., LECs) to charge above-cost rates for service subject to competition, 
while new entrants can chaige lower, cost-based rates and do not bear equivalent 
regulatory costs and burdens. Section 229(dXl) proposes a major step in the risdit 
direction by re(}uiring all competitors to contribute to universal service. The RTC 
supports requinngcontribution for universal service from all providers of conmiu- 
nications service. The contribution scheme should recosnize that LECs already con- 
tribute signiflcantlv by actually providing service to all in their service areas upon 
reasonable demand, and serving as the de facto backup carrier for other provioers 
and as the carrier of last resort. They should receive "credit" in any contribution 
mechanisms for continuing to perform these duties from the era of public utility reg- 
ulation. 

2. S. 1086 Gives States the Responsibility but not the Means to Protect Univer- 
sal Service and Averaged Toll Rates 

The bill places upon the States the primary responsibility for "ensurfing] the pres- 
ervation and advancement of universal service," (§ 229(dX2)) and encourages uiem 
to use "regulatory incentives" or, failing that, unspecifled "other methods" to provide 
high quality facilities and capabilities to rural and non-competitive areas, if the 
states do not successfully ensure rural infrastructure and service advances, the FCC 
"may take any action necessary to achieve that goal." Of course, neither the States 
nor the FCC would be free to adopt universal service or infrastructure development 
approaches unless they were consistent with S. 1086. 

Despite their greater familiarity with rural conditions and their sreater cuxx)unt- 
abilitv to their constituents. State regulators have been preempted from their tradi- 
tional full authority over local and intrastate entry, interconnection and even rates. 
For example, the 'local franchise" package of public utility rights and responsibil- 
ities — long a valued tool in achieving universal service i3 — would become unlawful 
a year after enactment of S. 1086. 

To illustrate further, section 230(a) reqpires that "consumers in rural and non- 
competitive markets" have network capabilities and facilities at "nondiscriminatory 
rates that are based on reasonably identiflable costs of providing such services." 
Local rates and access charges based on the "reasonably identinable costs" of seiv- 
ing low-density rural and non-competitive areas will be higher than the averaged 
rates available under existing support mechanisms. The FuC has already allowed 
Tier 1 LECs to begin the process of deaveraging their access charges into density- 
based zones to meet special access competition. Such access deaveraging increases 
the pressure to deaverage interstate toll rates, raising rates for service on low den- 
sity routes. S. 1086 thus seems to embrace the concept of higher rates for rural or 
remote communities in Alaska, Hawaii, Montana and other distant or sparsely pop- 
ulated states as the price of competitive policies that will help big businesses and 
high volume urban customers.i^ 



^ See Panzar, supra, n. 3. 

^4 The reouirement of rates based on *Vea8onab1y identifiable costs" of rural service might 
even be usea to abolish traditional support through public policy-driven cost allocations. 
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3. The Bill's Univeraal Service Proposal Conflicts With Existing Support 

Mechanisms 
By settling the responsibility for universal service on the states, aided solely by 
FCC "coordination," S. 1086 seems to undermine support flows that cross state 
lines. Beyond that, it is even more difficult to see how nationvdde toll rate averaging 
and support for hi£^ cost areas can survive the enactment of this bill: S. 1086 states 
the national policy goal of support that "directly assist[s] individuals or entities that 
cannot aflbra the cost of their teleoonununications service or equipment." (Section 
229(dX3)). If the intent is to retain existing support to protect against rate increases 
and greater disparities, amendments are necessary. 

4. S, 1086 Also Fails to Resolve the Inherent Conflict Between Rural Infra- 

structure Development and Marketplace Reliance 
S. 1086 also delegates to the States the primary responsibilitv for rural infrastruc- 
ture development. Here, too, preemption of the States' current authority over mar- 
ket structure, interconnection andf at least some elements of rate-making and 
intercarrier compensation arrangements raises serious questions about States^ abil- 
ity to assure infrastructure development. Under the mutual compensation reouire- 
ment, can the states continue to require large LECs to share infrastructure ana pro- 
vide joint-throu^ service with smaller LECs? What "regulatory incentives* are 
available if selective cream-skimming is encoura^d, rural rates must be cost-based 
and support flows are, at best, extremely uncertam and limited to low income assist- 
ance? Low income individuals may not even use their direct assistance to connect 
to the universal service provider's netwoik. The same questions would be pertinent 
if the FCC tried to rectuy marketplace failure in rural infrastructure development 
under the default provision of Section 230(a). 

5. Tfie Rural Rates and Infrastructure Dilemma Must Be Resolved Before 

Local and Intrastate Competition Are Unleashed 
Rural infrastructure development is a real and immediate need. Analysis of S. 
1086 makes it clear that the Dill lades adequate universal service and rural infra- 
structure development safeguards; and real competition must inevitably erode the 
current mechanisms that unfairly disadvantage incumbent universal service provid- 
ers. Thus, this Subcommittee should a^ain show the keen sensitivity to the needs 
of rural consumers it has demonstrated in the past: Before movin^f forward on a pro- 
posal to preempt the States and mandate a nationwide competitive maricet struc- 
ture for local and intrastate services, the Subcommittee should find effective, com- 
petitively-neutral support medianisms that can be sustained in a competitive envi- 
ronment. 

IV. CONGRESS SHOULD ENACT POUCY MANDATES AND LBC INFRASTRUCTURE SHARING 
AND JOINT PLANNING LEGISLATION TO ATTAIN THE GOALS OF INFRASTRUCTURE DE- 
VELOPMENT AND UNIVERSAL SERVICE 

The RTC cannot yet suggest a comprehensive package of safeguards and 

universal service mechanisms that will enable Congress to mandate local and 
intrastate competition without endangering universal service and rural infrastruc- 
ture development or threatening rural residents and businesses vdth skyrocketing 
rates. However, the RTC believes that some modest measures are neoessaiy to pro- 
tect and develop the nationad universal service netwoik while Congress develops the 
solutions it needs before drastically changing the nation's telecommunications 
ground rules. 

The RTC has for the last several ^ars advocated legislation that would greatly 
assist small and rural LECs and their subscribers in obtaining the benefits of a na- 
tionwide, reasonably priced infrastructure. We believe that to meet the goals of in- 
frastructure development, universal service and consumer choice. Congress should 
reaffirm that national telecommunications policy includes nationvdde access to in- 
formation services via an advanced public netwoik infrastructure. Congress should 
also provide for joint planning and infrastructure sharing by the nation's LECs 
which together provide the nation's core public distribution network. The RTC sup- 
ports the approach taken in S. 570 to ensure the continued development of the na- 
tion's public switched netwoik. Specifically, we believe that S. 570 s provisions per- 
taining to joint LEC planning and infrastructure sharing are essential to the avail- 
abUitv of new technologies and services in the rural UJS. 

Before its breakup, AT&T served as the telephone service network manager and 
standards setter for the public switched netwoik. When AT&T was divestea of its 
local exdiange companies, a void was created. At present, the nation's local tele- 
phone companies participate on a voluntary basis in some aspects of network plan- 
ning. However, there is no comprehensive or fonnal policy or medianism which cov- 
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era all aspects of network management and planninff needed to ensure the contin- 
ued interconnectivity and interoperability of the LEC public switdied network. Nor 
is there any policy or mechanism in place to ensure that new services and tech- 
nologies reach the rural areas of our nation. As competition develops, preserving the 
national public network as a universally available resource will oecome more dif- 
ficult, but no less important. 

As a result of the AT&T divestiture and the ensuing deregulatory trend in tele- 
conununications policymaking, the public switched network has become increasin^y 
fragmented. Prior to the breakup, expanded technological capabilities and services 
were traditionally spread throu^out the nation's local exchan^ service areas by 
aggregated pricing and cost sharing mechanisms. This process is jeopardized when 
an unrestricted marketplace drives prices to costs on low cost parts of the network, 
the heavily populated urban areas. LECs serving metropolitan areas become in- 
creasingly unwilling to share with their rural nei^bors. Rural America needs help 
in dealing with the effects of policies implemented primarily for a competitive urban 
environment. 

The fragmentation of the predivestiture nationwide partnership has made an inte- 
grated network more diflicult to achieve by fundamentally changing the relation- 
ships among carriers. For example, if 557 had been a truly joint effort, with all the 
Sarticipanta technical needs and Hnancial situations taken into consideration, the 
TC believes that independent LECs probably could have participated more fully 
and cost-effectively in this technologv. As it turned out, independent telephone sys- 
tems had to play a fast game of catdn-up in order to bring this signaling technology 
and the services it supports to their subscribers. Thus, there must be affirmative 
public policy requirements and safeguards to ensure that the larsest telephone sys- 
tems work with other telephone systems to develop a nationwide advanced public 
communications infrastructure. C!ongress should not leave the nation's communica- 
tions network to be shaped by large business needs and the largest LECs' percep- 
tions of the marketplace. 

Mr. Chairman, communications and information will play a m^jor role in the life 
of this country and its citizens. The benefits of telecommunications and access infor- 
mation should not be limited to our cities. In fact, the availability of modem tele- 
communications networks in rural areas is the kev to revitalizing rural America. 

Along with joint planning requirements, small and rural LECs need infrastruc- 
ture-sharing in order to provide new services and technologies to their subscribers. 
Through infrastructure snaring, small and rural LECs would be able to share infor- 
mation and technology with larger telephone companies, making it far more eco- 
nomical to ofler a full array of advanced telecommunications services to their cus- 
tomers. 

To participate in the Information Age small and rural LECs must be able to 
choose the most economical way to install or obtain access to the complex and ex- 
pensive infrastructure required to deliver new services. They should be able to work 
with lai^r LECs until it becomes cost effective to install Uieir own network capa- 
bilities. Joint network plaiming and infrastructure sharing policies would give 
smaller LECs ^e ability to ui^ade their networks sooner. These sharing arrange- 
ments are also key to maintaining a fully functional nationwide public telephone 
network. 

Infrastructure sharing is not a new concej^. For example, some small LECs use 
a larger LEC's tandem switdi to deliver trauic to interexchange carriers. However, 
as new network technologies are introduced and competition develops, it is essential 
for public policy to ensure that necessarv infrastructure sharing continues to protect 
customers in areas where competitive ctioices will become available slowly, if ever. 
It is not economically feasible to install vast databases and advanced svdtching 
e^ipment in some rural areas. This does not mean, however, that rural commu- 
nities must go wi^out advanced services. Using fiber optics and other transmission 
media, LECs serving rural areas can access the databases and advanced svdtches 
that larger LECs install in more populous areas. 

Infrastructure sharinc[ is a vital ingredient for the infrastructure development 
goal. Public policy requiring infrastructure sharing at the request of small LECs 
would help ensure that all Americans, urban and rural alike, would have access to 
a nationwide information network. 

Mandating planning and infrastructure sharing by nei^boring LECs that coUec- 
tivety make up the only nationwide regulated network which provides universal 
service, is different from requiring sharing among regulated LECs and their largely 
unrelated competitors, which serve only the locations and customers they choose. 
Treating carriers with cufferent obligations and motives as if they are the same is 
just as unreasonable as treating identical carriers differently. 
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To attain the goal of infirastructure development and nationwide access to new 
services, C!ongress should adopt a national telecommunications policy statement 
that promotes an integrated nationwide LEG network, joint LEG networic planning 
and LEG infrastructure sharing. 

V. CONCLUSION 

The RTG has long stated that Gongress should set national telecommunications 
policy to promote universal service and nationwide enhancement of the public tele- 
communications network. Lepslation, if it is to protect the interest of rural America, 
must accommodate the nugor differences in cost of service and conditions that 
confront rural providers of universal service. 

Gongress cannot assume that the maiketplaoe will suffice to protect rural areas. 
Different policies and specific, efiective, sustainable support mechanisms must be 
developed to prevent hi^ rural rates, a second class rural network and new bar- 
riers to expanded rural service choices. 

As S. 1086 is currently drafted, it would jeopardize rural service rates and infra- 
structure development. The RTG looks forward to woridng with the Subcommittee 
to craft legislation that will meet the needs of America's rural areas. 

Senator Inouye. Thank you very much, Mr. Ware. You may be 
assured that this subcommittee will be working widi you. As you 
can look at the subcommittee, they represent rural America. May 
I now call on Mr. Coe. 

STATEMENT OF KERMTT COE, DIRECTOR OF MERCHANT 
ACCEPTANCE STRATEGY, VISA INTERNATIONAL 

Mr. Coe. Mr. Chairman and distinguished members of the com- 
mittee on communications, my name is Kermit Coe and I am a di- 
rector with the VisaNet Market Development Group of VISA Inter- 
national, and I am pleased to have this opportunity to testify in 
support of S. 1086, the Telecommunications and Infrastructure Act 
of 1993. 

VISA International is an association of over 21,000 financial in- 
stitutions throu^out the world that are licensed to use its service 
marks in connection with payment systems, notably credit and 
debit cards; check authorizations; automated teller machines; and 
related services. VISA is the world's most widely used and accepted 
credit card. The approximately 300 million VISA cards now in cir- 
culation are accepted by 10 million merchants around the world. 
Last year alone, nearly 6 billion transactions were completed using 
a VISA card. 

Communications is the lifeblood of VISA. It has been said that 
modem banking^ consists largely of computers talkin|^ to each other 
over telephone lines about money, and nowhere is tnat more true 
than in credit card authorizations and related transactions. VISA 
now is receiving close to 5 billion inquiries per year over switched 
and dedicated telephone lines, and that number is growing by more 
than 500 million each year. 

In addition to being a major telecommunications user, VISA is 
also a substantial provider of electronic publishing services. Trans- 
action processing is by far the largest segment of the information 
services market. 

Because of the importance of telecommunications to VISA, we 
have been an active participant in various FCC and State public 
utility commission proceedings. That participation and our activity 
in the marketplace have taught us a few things about tele- 
communications regulation. 
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First and foremost, competition, competition, and competition are 
the three most important factors in improving telecommunications 
service quality, bringing new and innovative services to the market 
quickly, and reducing prices. Enlightened regulation is a fourth im- 
portant factor because it encourages the development of competi- 
tion. 

The appearance and growth of competition in the long distance 
and equipment markets has enormously benefited both large users 
like VISA and consumers. Competition has, for example, improved 
the speed of credit card authorizations, driven down die cost of 
queries, and provided a cost effective means of requiring authoriza- 
tion of nearly every credit card transaction, which substantially re- 
duces credit card fraud. 

We are absolutely certain the introduction of competition in the 
local exchange market, the last mile and the last bastion of monop- 
oly, will have similar effects. S. 1086 would bring us closer to that 
goal and VISA therefore supports it. 

Second, the success of new legislation and the regulations that 
implement it will be measured by its ability to produce substantial 
results in a timely fashion. If efforts to introduce competition into 
the local communications market are to succeed, the Congress must 
assure that straightforward, enforceable standards govern access to 
essential network services and ensure a level playing field for users 
and competitive service providers. 

The standards supported by VISA are both simple and com- 
prehensive, and all of them are found in one form or another in S. 
1086. 

First, we urge the committee to require the RBOC's to provide 
all information services through fully separate subsidiaries. Be- 
cause when all is said and done, structural separation remains the 
only effective means of protecting competition and captive rate- 
payers from discrimination and potentially unlawful cross-sub- 
siaization. Separation will also facilitate FCC enforcement of other 
safeguards such as rules governing nondiscriminatory access. 

Section 233 of the bill embodies much of what we seek in this 
regard, although it creates considerable confusion by referring to 
"information services" in section 233(a) and then using the more re- 
strictive phrase "electronic publishing'' in section 233(b)(1), only 
four lines later. VISA disagrees with efforts to impose different 
standards on content based, as opposed to noncontent based infor- 
mation services. Indeed, based on our own experience, we doubt 
that the two can even be distinguished. 

We urge the committee to use the phrase "information services" 
throughout the section. I understand that this was the approach 
taken in lecnslation introduced by Senator Inouye last year. It was 
the right solution then, and it is the right solution now. 

Second, we recommend adoption of a strong, clear nondiscrimina- 
tion requirement to Rovern the provision of essential services to 
independent entities that seek to compete with local telephone com- 
panies. What is needed is something akin to the MFtTs successful 
e<^ual access requirement. The owners of the local exchange compa- 
nies should be prohibited from offering themselves or their affili- 
ates' services, including features, functions, and interconnections. 
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that they do not ofFer on at least equivalent terms to independent 
providers. 

Third, we support efforts to strengthen existing FCC enforcement 
mechanisms so that violations of the above requirements can be 
dealt with swiftly and effectively. 

Finally, we note with approval your efforts to accelerate stand- 
ards development and mandate coordinated network planning. In- 
creased coordination is essential to a compatible telecommuni- 
cations infrastructure. While some carriers solicit input as new 
products and services are deployed, such efforts are the exception 
and not the rule. Section 230 of the bill seeks to cure this problem, 
but as presentlv written section 230 neglects to incluae users 
among those tasked with developing standards to ensure network 
interconnection. We urge the committee to correct this oversight by 
including users, the intended beneficiaries of network innovation, 
in such efforts. 

S. 1086 goes a long way to meeting our concerns and VISA is 
therefore pleased to support it. Beyond the suggestions made 
above, we nave three technical suggestions which are detailed in 
my written statement. 

Thank you very much for the opportunity to appear here before 
vou today to present VISA International's view on this important 
lefiislation. 

Trhe prepared statement of Mr. Coe follows:] 

Prepared Statement op Kermit Ck)E 

Mr. Chairman, and distinguished Members of the Subcommittee on Conmiunica- 
tions, my name is Kermit Coe. I am the Director of the VisaNet Market Develop- 
ment Group of VISA International, and I am pleased to have this opportunity to 
testify in support of 5.1086, the Telecommunications Infrastructure Act of 1993. 

INTRODUCTION AND BACKGROUND 

VISA International is an association of over 21,000 financial institutions throu^- 
out the world that are licensed to use its service marks in connection with payment 
systems (notably credit and debit cards), chedc authorizations, automated teller ma- 
rines and related services. VISA is the world's most widely used and accepted cred- 
it card. The approximately 300,000,000 VISA cards now in circulation are accepted 
by 10 million merchants around the world. Last year alone, nearly 6 billion trans- 
actions were completed usin^ a VISA card. 

Communications is the lifeblood of VISA. It's been said that modem banking con- 
sists larsely of computers talking to each other over telephone lines about money, 
and nowhere is that more true than in credit card authorizations and related trans- 
actions. VISA is now receiving close to 5 billion inquiries oer year over switched and 
dedicated telephone lines, and that number is growing oy more than 500 million 
each year. 

In addition to being a major telecommunications user, VISA is also a substantial 
provider of information and electronic publishing sendees. Althou^ few people real- 
ize it, as the numbers above indicate transaction processing is by far the largest seg- 
ment of the infonnation services market. 

Because of the importance of telecommunications to VISA, we have been an active 
participant in various FCC and state public utility commission proceedings. That 
participation, and our activities in the marketplace, have tau^t us a few things 
about telecommunications regulation that Fd like to share with you today. 

THE IMPORTANCE OP COMPETITION 

First and foremost, competition, competition, and competition are the three most 
important factors in improving telecommunications service c|uality, bringing new 
and innovative services to the market quickly, and reducing prices. Enli^tened reg- 
ulation is a fourth important factor, b^ause it encourages the development of com- 
petitu)n. 
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The appearance and growth of competition in the long distance and equipment 
markets has enormously benefited both large users like VISA and consumers. Com- 

Setition has, for example^improved the speed of credit card authorizations, driven, 
own the cost of queries ana provided a oostfTective means of requiring authoriza" 
tion of every credit card transaction, which substantially reduces credit card fraud. 
We are absolutely certain that the introduction of competition in the local exdiangp 
maricet — ^the 'last mile" and last bastion of monopoly — will have similar effects. %, 
1086 would bring us closer to that goal, and VISA therefore supports it. 

Second, the success of new legislation and the regulations tnat implement it wiD 
be measured by its ability to produce substantial results in a timely fashion. Here, 
the FCCs Open Networic Architecture ("ONA'O initiative is a noodel of how not to 
proceed. ONA was to be the mechanism for unbundling local network services so 
that information service providers could purchase only those features and functions 
that they needed to buila their own services. VISA, in coalition with other financial 
service providers, devoted substantial time and resources to ONA. But good inten- 
tions proved insuflicient. Almost no one buys ONA services today if they have a 
choice; indeed, information service providers spend a fair amount of time fi^^ting 
off efTorts to compel them to take services under ONA tariffs. The FCC has not 
given up, but when it recently took important steps to open up local exchange net- 
works, it did so through an entirely new proceeding. 

The lessons of ONA should not be lost on this Committee. If efTorts to introduce 
competition into the local communications market are to succeed, the Congress must 
assure that straightforward, enforceable standards govern access to essential net- 
work services and ensure a level playing field for users and competitive service pro- 
viders. 

CREATING AN ENVIRONMENT THAT FAVORS COMPETITION 

The standards supported by VISA are both simple and comprehensive, and all of 
them are found in one form or another in S. 1086. 

First, we urge the Committee to require the RBOCs to provide all information 
services through fiilly separate subsidiaries. When all is said and done, structural 
separation remains the only effective means of protecting competition and captive 
ratepayers from discrimination and potentially unlawful cross-subsidization. Separa- 
tion will also facilitate FCC enforcement of other safeguards, such as the rules gov- 
erning nondiscriminatonr access. 

Section 233 of the Bill embodies much of what we seek in this regard, althou^ 
it creates considerable confiision by referring to "information services* in Section 
233(a) (page 24, line 13), and then using the more restrictive phrase "electronic pub- 
lishing^ in Section 233(l)Xl), four lines later. VISA disagrees with efforts to impose 
different standards on "content-based** as opposed to "non-<x)ntent based* informa- 
tion services — indeed, based on our own experience, we doubt that the two can even 
be distinguished. We urge the Committee to use the phrase "information services* 
throughout the Section, understand that this was the approach taken in legislation 
introduced by Sen. Inouye last year. It was the right solution then, and it is the 
ri^t solution now. 

Second, we recommend adoption of a strong, clear nondiscrimination requirement 
to govern the provision of essential services to independent entities that seek to 
compete with local telephone companies. While the Communications Act's prohibi- 
tion on "unreasonable discrimination* is appropriate in many circumstances, it is in- 
adequate to protect against self-dealing by entities which are both monopoly provid- 
ers and competitive consumers of essential services. What is needed in such situa- 
tions is something akin to the MFJ's successful "equal access* requirement. Section 
229(c) of the Bill should accordingly be amended to reauire telcos to furnish features 
and functions to information service providers and other lai^ users that are "eco- 
nomicaUy and technically equivalent* to those that they provide to themselves or 
their affiliates. As a coroUary, the owners of local exchan^ companies should be 
prohibited from offering themselves or their affiliates services (mcluding, features, 
functions and intenx)nnections) that they do not offer on at least equivalent terms 
to independent providers. „^^ ^ ^ i . 

Third/we support efforts to strengthen existing FCC enforcen^nt mechanisms so 
that violations of the above requirements can be dealt with swiftly and effectively. 
Thus, we urge the Committee to consider modifying the patently unlawful stand- 
ard of tariff review, which permits almost all tariffs to go mto effect pendmg inves- 
tigation and allows a carrier to exploit an unfair competitive advantage for months 
or years until an investigation is completed or a formal complaint <»n be resolved. 

Finally, we note with approval your efforts to accelerate standards developnaent 
and mandate coordinated network planning. Increased coordination is essential to 



Digitized by 



Google 



57 

a compatible telecommunications infirastructure. While some carriers solicit input as 
new products and services are developed, such efforts are the exception, not the 
rule. Section 230 of the Bill sedcs to cure tnis problem, but as presently written Sec- 
tion 230(dKlXA) (p. 15, lines 10-16) neglects to include users among those tasked 
with developing standards to ensure network interconnection. We urge the Commit- 
tee to coirect uiis oversight by including users — the intended beneficiaries of net- 
work innovation — ^in such efforts. 

S. 1086 goes a long way to meeting our concerns, and VISA is therefore pleased 
to support it. Beyond the suggestions made above, we suggest three technical 
dianjres: 

• The definitions should be amended to make it dear that electronic publishing 
services are a subset of information services. 

• The phrase '^etworic functions" as used in Section 229(cX4) (page 11, lines 4- 
5) is undefined and has no clear meaning in the industry. We ask that you consider 
substituting "operations, support, signaling and control systems", or admng a defini- 
tion to the same effect. 

• The words "other than the customer to which it relates" should be inserted 
after the word "person" in Section 234(aXl) (page 28, line 6) in order to make it 
clear that a customer is always entitled to his or her own Customer Proprietary 
Network Information. 

Thank you very much for the opportunity to appear before you today to present 
VISA International's views on this important legislation. I would be pleased to an- 
swer any questions. 

Senator Inouye. Thank you very much, Mr. Coe. Now, may I call 
on Mr. Niggli. 

STATEMENT OF MICHAEL NIGGLI, SENIOR VICE PRESIDENT, 

ENTERGY CORP. 

Mr. NiGGU. Thank vou, Mr. Chairman, good morning. Good 
morning to members of the committee. I would like to thank you 
for the opportunity to speak with you today. We are here today be- 
cause members of the committee staff have heard about PowerView 
and are intrigued by its potential applications. And frankly, we are 
excited about its prospects. We hope to bring to you a new perspec- 
tive on how advanced communications technology can be used in 
my industry, the electric power industry. 

Enten^ serves about 1.7 million electric utility customers in the 
primarily rural States of Arkansas, Mississippi, and Louisiana. We 
are continually looking for ways to better serve our customers, re- 
duce bills, and concurrently reward our shareholders. The 
PowerView system, we believe, will help us do all three. Today, I 
would like to briefly tell you aix>ut what the PowerView system is 
and how we plan to use it. 

PowerView is a high-capacity bidirectional communications sys- 
tem that connects us directly to our customers. PowerView allows 
us to link up with our customers in an effort to improve the effi- 
cient use of electric energy. The result will permit us to defer or 
displace the need for certain new powerplants in the future, thus 
saving our customers money. 

PowerView allows the customers to make active choices on how 
he or she will participate in energy conservation and ef&ciencv 
measures. PowerView provides a continuous automated feedback 
svstem that permits verification of actions taken by the utility or 
the customer to control energy consumption. In short, it provides 
us with an educated, active consumer and an automated feedback 
system that helps us reduce our cost of service. 

How do we plan to use PowerView and its related system? A cou- 
ple of examples might best explain how we plan to use this ^stem 
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for eneingy efficiency, conservation, and customer service improve- 
ments. First, we intend to send continuous and current pricine sig- 
nals to our customers, a spending rate, if you will, the price of elec- 
tricity. This price will vary over time. It can vary over time of day, 
it can vary over the time of the week, or on a seasonal basis. 

Customers react to spending rates, and especially if they have 
current information. They will change their consumption patterns. 
They will actually move energy from onpeak to ofl^eak periods, 
similar as to the situation that many other industries have used 
to price their products. We do not use that concept substantially 
today, but we have an opportunity to now. 

Have you ever heard of the concept of an energy sale from your 
electric utility— one-half price sale? Probably not. We have the op- 

Sortunity, we believe, with this type of communications system, on 
/ednesaay to give you a signal that says Saturday and Sunday 
you have one-half or three-quarter price energy sale. 

Why would an electric company do that? Primarily for two rea- 
sons. One, to get you to shift your consumption to an offpeak pe- 
riod, and second, because I have personally 3 to 4 billion dollars' 
worth of plant sitting idle on Saturdays and Sundays. 

We intend to give our customers choices on appliance control. An 
example might help here. We may give a customer an option A — 
option A is a discount, possibly 3 percent or some number like that, 
it he allows us to control an air conditioner in their home. That 
control would be in 15-minute increments every couple of hours 
during the peak periods. Another customer might choose option B. 
Option B is the air conditioning control and a water heater control. 
Option C could be air conditioning, water heating, and another ap- 
pliance. 

The whole point I am making here is that customers would have 
the option, they would make the selection on these types of control 
devices, and we would then have the opportunity to control the con- 
sumption from a remote location to help our system achieve a lower 
peak demand and possibly to better utilize our facilities. 

We also intend to provide itemized billing. We believe that an 
educated customer is essentially our best customer. In terms of 
itemized billing, this has been done by the telephone companies for 
decades. What do you get on your electric bill? You |^et two lines. 
One line says your energy consumption, the second line says your 
bill. Well, what we are hoping to do with this type of a system is 
to tell you that out of that $120 bill you may have had last month, 
$77 was for air conditioning, $34 is for lighting, $12 is for your re- 
frigerator, that type of information. What does that give to you? 
That gives you, the consumer, the opportunity to make a good 
choice as to now you will use the energy in the future. 

We have other applications for the PowerView system, including 
remote on/off devices. When people move in and out of apartments 
or homes we would have the ability to turn them off remotely rath- 
er than dispatching someone in a hardhat and a truck to go out 
and turn on or turn oflF the service. 

We also would have the opportunity for poweroflF indication 
where we would know if your service is off. Right now, when your 
service is off, you have got to call us. We would have the oppor- 
tunity for automatic indication. Now, we have several other oppor- 
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tunities with this type of a system that can be applied to the elec- 
tric utility industry. 

In summary, Entenergy is rapidly pursuing the development and 
deployment of PowerView. We will be using our existin|^ fiber optic 
backboned system which extends the length of our service territory 
to interconnect with our customers. Our backbone system goes 
throueii towns such as Brookhaven, Tylertown, Onward, MS; Boga- 
lusa, Bastrop, and Slidell, LA. 

The electric utilities have communicated with their customers 
and own facilities in many ways for decades. We are excited about 
bringing this advanced technology to bear on the issues of energy 
conservation and efficiency, and for the benefit of our customers. 

We thank you for the opportunity to speak today. 

[The prepared statement of Mr. Niggli follows:] 

Prepared Statement op Michael R. Niggli 

introduction 

Good morning. My name is Michael R. Niggli. I am the Sr. Vice President for 
Marketing with Entergy Corporation. Entergy Corporation is an electric utility hold- 
ing company that serves approximately 1.7 million customers in the states of Aikan- 
sas, Mississippi, and Louisiana. This service is provided by four subsidiaries of 
Entei^ Conwration: Arkansas Power & light Companv, Louisiana Power & Li^t 
Company, Mississippi Power & Light Company, and New Orleans Public Service, 
Inc. We currently nave pending before vanous regulatory agencies a merger with 
Gulf States Utilities Company. Approval of the mei^r will increase the number of 
customers served to 2.3 million, and will add service area in southeast Texas and 
western Louisiana. I would like to thank the subcommittee for the opportunity to 
provide testimony at today's hearing. 

SUMMARY 

The purpose of wy testimony is to identity the role that electric utilities can play 
in estaDlisning the 'information superhighwa/* to the residential customer. Fuitner, 
I will briefly describe a project that Entergy currently has underwav in little Rock, 
Arkansas, which is bringing a hi^ capacity fiber optic/coaxial cable infrastructure 
to the residential customer. This project utilizes the TbwerView'' tedinology to de- 
plov cost-effective energy efficiency and conservation programs. The PowerView 
technology has been jointly developed by Enteivy and First Pacific Networks (a 
technology supplier headquartered in Sunnyvale, California.) 

Enter^ Corporation believes that electric utilities have a definitive role to j^ay 
in establishing a high capacity information system to the residential customer. This 
can happen in a time frame that otherwise may not be achievable without the eco- 
nomic justification brought to bear by our industry. This economic iustification is 
driven by enei^ efliciency and conservation in the form of ''demand-side manage- 
ment" proj^ams and concepts. These demand-side management programs can help 
defer or displace the need lor new generating facilities, thus economically-justifying 
the installation of PowerView. hnplementation of PowerView on a commercial basis 
will permit the deferral or displacement of new electric capacity at least equivalent 
to a large coal-fired generating unit on the Entergy system. 

Exhibit 1 depicts me economic justification (in terms of benefit/cost ratio) and the 
potential impact that PowerView can have on the Entergy system. The potential im- 

£act of PowerView is significant because the system (1) eflectively combines a num- 
er of demand-side management applications (as discussed later), and (2) is flexible 
to adapt to future applications. Exhioit I also depicts the impacts of numerous other 
demand-side applications that Enter^ is pursuing. The ^aph illustrates that 
PowerView can be one of the more dominant mechamsms for implementing effective 
demand-side management programs. 

PROGRAM DEPLOYMENT 

Entei^ is pursuing rapid deployment of the PowerView technology. Entei^g^s in- 
volvement with PowerView and First Pacific Networks has been approved by me Se- 
curities and Exchange Commission, without opposition or intervention by any pri- 
vate party or regulatory agency. 
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On December 1, 1992 Entei^ submitted a filing simultaneously to its four retail 
regulators regarding the CJompan/s proposed Least C!ost Plan. The Least Cost Plan 
(LuP) inchid^ Entenenr^s 20 year outlook for new resources required to meet cus- 
tomer needs. The LCP ming identifies PowerView as the focal demand-side manage- 
ment program in our service area. For that reason, the PowerView application has 
been reviewed, along with other proposed wograms, during a series of three iniblic 
conferences held in Enterg/s service area. These conferences have been attended by 
representatives of the respective public service commission stafis and/or their con- 
sultants, major industrial customers, contractors, environmental organizations, var- 
ious state agencies, senior citizen groups, and other special interest groups. The Ar- 
kansas Pubuc Service Commission has recently noted that PowerView is the most 
innovativeprogram to be included in Enteig/s demand-side management filing. 

The LCP filmg notes that PowerView is expected to penetrate at least 442,000 
homes in the current Entergy service area. This includes nomes in urban, subuHban 
and rural locations in Arkansas, Louisiana, and Mississippi. Enterg/s fiber optic 
badc-bone system— which extends over 700 miles— will bring the opportunity for 
PowerView to be deployed to a wide range of customers throu^out the company's 
service area. Further penetration is anticipated as Enterg/s infrastructure costs are 
reduced over time. Entergy plans to deploy PowerView to 10,000 homes in the first 
fiir year of commercial operation (now scheduled to begin in 1994). 

Entergy and First Pacific Networks are currently deploying the technology as a 
pilot research and development program in a suburb or Little Rock, Arkansas. The 
pilot project (known as Customer Choice 20(X)) has completed installation of a fiber 
optic/coaxial cable infrastructure to 50 homes in the test area. The PowerView tedi- 
nology, with fuUy functional intelligent utility units, will be connected to these 
homes during the 3rd and 4th quarters of 1993. The initial woik on Customer 
Choice 2000 has been enthusiastically received by our participating customers. We 
intend to follow throu^ with a series of customer interviews to obtain feedback on 
customer satisfaction witii this advanced technology. The results of this pilot pro- 
gram will be used to further enhance the sdieduled conmiercial deployment or the 
technology in 1994. 

THE NEED FOR POWERVIEW 

The electric utility industiy requires large sums of capital to fund the installation 
of nugor generating facilities to accommodate new growth in our society. We are al- 
ways seeking new and more efficient ways to utilize that capital in meeting require- 
ments that our customers place on our service. The focus on energy efficiency and 
conservation is one that allows the electric utility industiy to defer or possibly dis- 
place the need for large generating facilities, therebv deferring the need for lai^ 
amounts of capital expenditures. In many cases the deferral of these large generat- 
ing facilities provides the economic justification for installation of a fiber optic/co- 
axial cable network. The establishment of a bi-directional, hi^ capacity communica- 
tions network with our customers will permit the implementation of cost effective 
demand-side management applications and potential operating cost reductions. 

Exhibit 2 identifies the problem that the electric utilities are attempting to ad- 
dress. Essentially, our industry constructs facilities with sufficient capacity to serve 
the needs of our customers at peak load periods. During off-peak hours, the svstems 
have excess capacity available to serve additional load. Given that we generaUy con- 
struct new facilities to meet peak load requirements, it can be economically bene- 
ficial to shift demand requirements of our customers from the peak load period into 
the ofT-peak period where additional capability is available. Certain energy con- 
servation and efficiency programs can assist us in moving our peak load to an off- 
peak period, thus deferring the need for new capacity. Tliese programs include (1) 
direct control of customer appliances (as selected oy the customer), (2) flexible time- 
of-use pricing, and (3) enei^ efficiency education. Entergy believes that utilization 
of hi^-capacity information technology can assist in cost effectively shifting this 
load, as explained later. 

Many industries are faced with the same problem of constructing or acquiring fa- 
cilities to meet peak load demands. Several industries have attempted to adoress 
the issue throu^ establishment of advanced information systems. For instance, 
telephone companies, ovemi^t delivery services, movie theaters, and other indus- 
tries have addressed this problem throu^ peak load pricing, wherein they price the 
utilization of their service durinff on peak periods at rates hi^er than during off- 
peak time periods. This allows the customer to determine the value they place on 
the transaction during peak periods, and possibly shift demand to a period when 
the service is less expensive. This permits ttiese industries to better utilize their in- 
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frastructure, construct fewer facilities, and be more efTicient serving customer re- 
quirements. 

ELECTRIC UTILmr APPUCATIONS 

As noted in Exhibit 3, Entergy anticipates utilizing a hi^-capacity information 
system to the residence in order to apply certain demand-side management and 
operational applications to the utility customer. Current technologies allow the 
transmittal of voice, video and data on a single infrastructure via various commu- 
nications media, including coaxial cable and fiber optic facilities. The capacity of 
such a system is generally maximized when utilizing fiber optic communications ca- 
pabilities and is quite cost efTective when the installation includes a fiber optic^oo- 
axial cable infrastructure. The electric power industry could possibly use this tech- 
nology in a cost-efTective manner for the following applications: (1) demand-side 
management with continuous, automated feedback, (2) accumulation of customer 
usage information (i.e. load research), (3) remote reading of meters which could be 
applicable to electric, gas, water, and other devices, (4) automated billing for con- 
sumers, (5) remote turn on/turn off capabilities, (6) automated ''power-ofi*' indica- 
tion, (7) automated current diversion, (8) distribution automation, and (9) enhanced 
customer service. 

Exhibit 4 identifies some of the specific opportunities that can be implemented 
with demand-side management via a high-capacity communication system. First, 
the utility has the opportunity for verifiable load control options, including the posi- 
tive identification of control applications as well as the establishment of various 
time of use pricing applications. Demand-side management programs throughout 
the nation have often suffered from a perception, and sometimes reality, that the 
savings associated with these programs were "soft" or non-existent. This occurs be- 
cause the efTect of many programs cannot be directly measured, or are engineering 
estimates. For example, a program that provides a rebate for an energy-efficient re- 
frigerator assists in promoting the instaUation of such refrigerators. However, such 
a program does not measure efTectiveness over any time period, nor does it ensure 
that the refrigerator will not be relocated out of the utilities service area. The appli- 
cation of a high-capacity information system implements verifiable demand-side 
management savings and provides immediate feedback to the utility to quantity the 
results of our various programs and control actions. This is a substantial advance 
in our ability to determine — in a much more accurate manner — ^the cost-efTective- 
ness of various demand-side management options that are implemented. 

The immediate feedback of results via the bi-directional communication system 
will significantly enhance the operability — and acceptability — of demand-side appli- 
cations in the electric utility industry. Such immediate verification of results pro- 
vides the utility system operator with an acceptable option for meeting the real-time 
energy needs of his customers. This allows demand-side applications to be consid- 
ered equally with supply side alternatives, and thereby enhance the penetration of 
energy efficiency and conservation efforts. 

Next, with respect to demand side management, a hi^ capacity information sys- 
tem provides flexibility to approach real-time pricing. Installation of appropriate 
communications infrastructure allows the electric utility flexibility in the pricing of 
energy and in the establishment of time periods applicable to its pricing structure. 
These time periods could be established with an eye toward conserving energy on 
peak and promoting consumption during ofT peak periods when capacity is available 
for consumers. This also defers the need for new generating facilities to be con- 
structed. A real-time pricing scheme can be established wherein pricing signals can 
actually be sent, if desired, at intervals as small as every 6 seconds. Further, it will 
be possible to approximate the consumption of each and every major appliance in 
a household and provide the customer with an itemized bill. This type of itemized 
bill provides significant new information to the customer regarding the consumption 
patterns of home appliances. Moreover, it encourages energy awareness on the part 
of the customer resulting in a more eflicient utilization of energy. With a system 
such as PowerView, the utility also has the ability to provide energy efficiency edu- 
cation materials in a video mode. Finally, as an adjunct to pricing flexibility, energy 
companies could ofTer energy ''sales* wherein ofT-peak power (both night-time and 
weekends hours) is priced substantially lower than during on-peak periods. This 
provides the customer with choices in consumption patterns based on aflbrdability 
and value of energy at any point in time, and further encourages the most eflicient 
utilization of energy. 
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OONCLUSION 



Electric utilities have communicated with their cuatomers and field facilities for 
several decades via the establishment of electronic meter reading, demand-side 
management applications, direct telecommunication services, and distribution auto- 
mation. The electric utility industry is also one of the most capital intensive indus- 
tries in our society. The capital investment per customer in the electric utility indus- 
try is often 6-7 times greater than the investment of contemporary conununication 
services to the home. The opportunity to defer new capital requirements throujrii 
cost-effective conservation and efficiency programs is an attractive alternative ror 
mai^ companies. As a result, implementation of cost-effective demand-side manage- 
ment applications by the electric utility industiy can bring significant improvement 
in the communications infirastructure within the United States. We are confident 
PbwerView can play that role. 
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EXHIBIT 2~POWERVIEW 
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Senator Inouye. Thank you very much, Mr. Niggli. May I now 
call on Mr. McBee. 

STATEMENT OF GARY McBEE, VICE CHAIRMAN, UNITED 
STATES TELEPHONE ASSOCIATION 

Mr. McBee. Thank you, Mr. Chairman and members of the sub- 
committee. I am here representing the United States Telephone As- 
sociation and 1,100 loccd company members. I would like to point 
out the problems that we see with S. 1086 as currently written, 
and also point out some of the areas we feel the legislation is mov- 
ing in the exact correct direction. 

We do not deny that competition is the wave of the future, nor 
do we deny that it is currently in existence. There is substantial 
competition, as Mr. Crowe has pointed out, in those areas of our 
service that are the most lucrative. There are coalitions that are 
being formed every day between traditional businesses that were 
not even in the same industry 5 years ago. The competitive access 
providers are providing very good service and I think that was well 
spelled out. 

The problem is the way the current pricing structure is set up 
in the United States that creates an umbrella for them to come in 
and underprice services that are provided by the local companies 
and gain substantial benefits from that service. I think Congress 
would, in fact, enhance consumer opportunities all over the coun- 
try, small consumers as well as large, by freeing the exchange car- 
riers to do more services, as you have spelled out that you intend 
to do with cable. 
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No. 3, I think the changes must be made to the current pricing 
structure in the United States. S. 1086 overturns the current regu- 
latory regime in terms of how the pricing would be done. But I do 
not tnink that it adequately addresses what the replacement might 
be, nor is there an understanding of how that might be accom- 
plished in a cost-effective way. 

Universal service across this country has been made possible by 
regulatonr pricing strategies that, in fact, shift huge amounts of 
revenue from low cost areas to high cost areas, from business cus- 
tomers to residential customers, from long distance users to 
nonlon^-distance users. That process has been put in place over 
time, with an idea in mind that all customers in the United States 
ought to have access to low priced telecommunications service or 
universal service. 

I think the FCC has attempted in the past to try to deal with 
the whole issue of chanring price structures, and as Uiey have done 
that I think they found that it will not work the way they did it 
originally. Their intent initially was to put the cost for universal 
service on access charges or the off ramps, as was referred to ear- 
lier. And that is where competitive access providers see an oppor- 
tunity to move into the marketplace and, in fact, do. And that is 
a reasonable result of hig^ priced services such as we are offering^. 
That price structure has to be redone in some way so that you do 
not artificially increase the price of some services and introduce 
competition where it need not be. 

To try to point this out or spell this out and make the whole idea 
of pricing within the industry better understood by tjie committee, 
USTA has asked to have a study done — ^it was completed by strate- 
gic policy research — to look at what are the excess revenues that 
are currentlv included in only two services— one of them beine ac- 
cess, the other being long distance that is provided by the local 
companies. That study, which will be released within the next 
week or two, indicates that the pricing anomaly there represents 
a low number of $18.3 billion nationally and a high water mark of 
$21.1 billion, and that is price above cost— just price above cost. As- 
suming that you were to fix that pricing anomaly and charge the 
individual end-user customer the appropriate price for their serv- 
ice, every customer in the United States would have to pay ap- 
proximately $12 more per month just to take care of that anomalv. 

That, of course, does not even take into consideration die prob- 
lems that you have in rural communities where the costs are sub- 
stantially higher, even, than they are in the rest of the country. 
The rural customer, in some cases, as pointed out very adequately 
before, have a very cost because of the low density. And the cost 
to serve in those areas is extremely high, and without a mechanism 
to fund the service in those area, the rural customer would be re- 
quired to pay substantially more than they are today. One exam- 
ple, in California we have exchanges within Pacific Bell where the 
rate to provide service would be $105 a month in Baker, CA^ Now, 
I do not think that we would ever anticipate Baker residents pay- 
ing $105 a month, but that is the type of anomaly that is in the 
pricing structure today. 

One of the reasons that USTA is opposed to the bill is that the 
FCC is required — would be required in some way — ^to provide for 
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universal service, to maintain lifeline and linkup program, and the 
lifeline program in California alone has 1,800,000 customers that 
have lifeline service in California. Thev pay one-half of the load 
service rate for that State. That has to oe taken into consideration, 
I think, as we move forward. Because of these reasons and our 

Seat concern for what mi^^t happen to the rural customers and 
e rural exchanges, currently USTA will not support S. 1086 as 
it is written. However, we do think that there are a number of 
things in the bill that are quite positive. And I will point out some 
of them. 

We believe that progress is being made on the repeal of the cable 
cross-ownership— procnress. 

We think that seeking to share the cost of universal service 
among all the providers is an excellent step forward, but the ques- 
tion remains how is that done and how long will the argument be 
for how much that is and who is going to pay for it? 

I think you are moving in the rieht direction of having competi- 
tors have equal rules applied to tnem. I think that is a definite 
positive, and the statement for pricing flexibiliW is absolutelv nec- 
essary in a competitive world. I think the legislation certainly has 
buildmg blocks for buildine a future telecommunications structure 
in this country, and USTA will look forward to working with the 
committee members in producing such legislation. 

Thank you. 

[The prepared statement of Mr. McBee follows:] 

PRBPARBD dTATBMBNT OF GARY McBSB 

Good morning Mr. Chairman, members of the subcommittee, I am Garv McBee. 
I am a director of Nevada Bell and just recently retired from Pacific Bell where I 
served as executive vice president of external anairs. I am the vice chairman of ttie 
United States Telephone Association (USTA) on whose b^alf I am testifyin|g today. 

On behalf of all the members of USTTA, Bell and independent, small, niedium and 
laiige, my testimony seeks to identify problematic elements of S. 1086, while hi|^- 
li^ting the leaderuiip the leoislation demonstrates in other areas. 

With more than 1100 local exdiange carriers as member companies, USTA pro- 
motes the general welfare of the telephone industry, provides information and as- 
sistance to member companies, and serves as the industiys liaison with the federal 
government and regulatory agencies. 

I. INTRODUCTION 

Mr. Chairman, my testimony seeks to convey three messages: 

• First, competition to local exchange earners exists today and will increase re- 
gardless of federal legislative action. Traditional state and federal regulatory poli- 
cies increasingly expose local exdiange carriers to competition while advances in 
technology erase not only the lines between enhanced and basic services, but also 
traditional industry boundaries. One of the indications of these changes are the 
daily announcements of strategic business alliances between corporations that were 
previously thought to be in separate businesses.^ 

Another barometer of the increase in competition for access services, a sort of pick 
up and deliver service LECs provide to inter exchange carriers, is the percentage 
or access traffic that is exposed to collocaters. A recent USTA surv^, a copy of 
which is attached to my testimony, confirms that collocation, the linchpin for com- 
petition to every service provided by LECs, exists or has been requested at 957 local 
exchange carrier^ central offices. While these offices represents less than 14 percent 
of all LEC wire centers, they serve almost 80 percent of the industiys access traffic. 

Congress will not capture the benefits of competition for all consumers unless reg- 
ulatoiy policies which advance the interests of competitors to local exchange carriers 



1 Examples of these altianceB indnde AT&T & McCaw, British Teleoom and MCI, TCI/Cok/ 
Teleport, US West/Time Warner and TCI/Time WameiyMicro Soft. 
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at the expense of LEG customers and shareowners are preempted. Local exchange 
carriers must have regulatory parity, that is they must be treated the same as those 
with whom they are competing. 

• Second, Congress would enhance consumer choice in voice, switched video and 
hifi^ speed data services by freeing local exchange carriers to compete in the ofTer- 
ing of enhanced services, such as S. 1086 would do for cable. Being free to provide 
such services would provide LECs with incentives to modernize the public switched 
network. 

Additionally, providing LECs with the statutoiy authority to share network 
functionalities and facilities as provided for in S. 570 would ensure small rural ex- 
changes can provide their consumers the same service dioices avaOable to urban 
consumers. 

• Finally, while USTA believes changes must be made to current pricing regula- 
tions S. 1086 overturns the traditional utility model of regulation vrithout ensuring 
sufficient support for universal telephone service. S. 1086, we fear, fails to appre- 
ciate the "seismic intensity^ the collapse of current LEC pricing structures would 
have on universal telephone service. 

Contributions to the universal service fund, alone, are not sufficient to ensure the 
universal availability of affordable telephone service. 

n. UNIVERSAL SERVICE 

Regulators have consciously built universal service support flows into LEC rate 
structures. S. 1086 directs the Federal Communications Commission (and states act- 
ing in conformity with the directives of the Commission) to take on the monumental 
task of ensuring universal service by providing the following in a fully competitive 
maiket: 

• Support mechanisms such as the high cost fund (which flows to companies with 
hi^ nontraffic sensitive costs) Lifeline and Linkup Programs (which benefit low in- 
come individuals); 

• Support flows between customers for the same service through rate averaging 
(such as support from high volume to low volume users, and from low cost urnan 
areas to hi^ cost rural areas); and 

• Support flows between services; (such as from access charges to residential 
ser^ce and from business services to residential services). 

To assist policy makers appreciate the extent of this last support mechanism, that 
is "support between services* such as access and intra-LA'fA toll services, USTA 
commissioned a studv by Strategic Policy Research (SPR). 

The SPR study, whicn USTA plans to release upon completion, will establish the 
nuu^n between revenues and costs of providing access and intra-LATA toll services. 
This margin embodies a contribution which has been traditionaUy used to support 
the provision of telephone service to small business, residential and rural customers. 

Preliminaiy results of the SPR studv indicate these contributions, on an 
annualized basis, to be no less than $18.3 billion, and perhaps as high as $21.1 bil- 
lion. To put these numbers in perspective, they are twice the annual earnings of 
the entire local exchange industry. 

USTA also asked BeUcore to compile data from studies previously prepared by 
their client companies to assess the amount of contribution received by local resi- 
dential and business customers for access to telephone service. The Bellcore num- 
bers mirror those of SPR in identifying support for local telephone service. 

USTA wiU share both of these studies with the subcommittee upon completion. 

Absent contributions from access and toll services on the order of $18 billion to 
$21 billion, residential consumers would be required to pav the full costs of their 
local telephone service. On average, this would require residential customers to pay 
twice as much for local telephone service. 

And Mr. Chairman, this estimate does not take into consideration the additional 
support necessary for provision of local telephone service in rural areas. 

Because of the gap between costs and revenues in access and intra-LATA toU 
services, it should come as no surprise that it is in this area cable companies, com- 
petitive access providers and other competitors, including interexchange carriers are 
concentrating tneir efforts. And you will remember I indicated that collocation either 
exists today or has been requested at the central offices which provide almost 80 
percent of the access traffic handled by the industry. 

While S. 1086 requires all telecommunications providers to contribute to universal 
seivice, the SPR study demonstrates such contributions alone will not be sufficient. 
Lc^slation which mandates competition must also detail the way in which it wiU 
provide safeguards for residential and rural consumers. 
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USTA is fturther troubled that a 106^ by preemotiiiff lUte and local frandufliitf 
authority, deprives those jurisdictians of the tools tney nave traditionally empkyed 
to ensure the universal availability of affordable telephone service. 

ni. TBUBOOIOfUNlCATIONS KNVIBONMBNT: OONVBBOBNCB OF TBCHNOLOGY AND 
BLUBRDiO OP MABKBTS 

Dramatic changes are underway in the telecommunications maiiLetplaoe. Regu- 
latory policies are increasing opening local exchange carriers' central ofiBoes to 
competitors, as advances in ledmology erase not only the lines between enhanced 
and basic services, but also traditional industiy boundaries. The result of these 
changes are strategic business partnerships whidi are announced on a daily basis. 

Tliese alliances between traditional lonff distance, cellular, competitive access and 
cable providers reflect the coakscenoe of technologies and maiiwts. Each of these 
partherships adds to already significant oonqietition for local telecommunications 
seivices — services which have traditionallv supported universal service. 

If these maricet and technological developments are to serve the public, and not 
just serve competitors to local cxdian^ carriers, public policy makers must ensure: 

• Universe service and ubiquitous mfirastructure development do not become the 
victims of competitors' ability to selectivelv serve only the most profitable portions 
of the local telecomuunications market; and 

• Local exchange carriers are freed fiiom a regulatoiy paradigmrich was crafted 
toffovem a monopoly environment that no longer exists. 

S. 1086, as currently drafted, does not fully adiieve either of these goals. 

IV. LBCS MUST BE FREED TO FOLLOW WHBBB THB MABKBT PLACB AND TBCHNOLOGY 

LBAD 

As competitors enter low cost, hi^ volume maikets, LECs must be finee to re- 
spond to this competition both in the maikets we currently serve and those where 
advanced telephone technology provides us with new opportunities. 

Congress would enhance consumer choice in voice, switched video and hi|^ speed 
data services by freeing local exchange carriers to compete in the ofTering of en- 
hanced services, such as S. 1086 would do for cable. Being free to provide such serv- 
ices would provide LECs with incentives to modernize the public switched netwoik. 

A. Cable 

8. 1086 recognizes the cable cross ownership ban of the 1984 Cable Act as one 
such outdated limitation. 

But even in removing the cable restriction, the legislation establishes an asym- 
metric regulatory regime for provision of video programming. S. 1086 would: 

• Require a telco to provide video programming transport as a tariffed common 
carrier, while no other provider of video programming, including incumbent cable 
operators, have a similar requirement. 

• Prohibit a local exchange carrier fiiom purchasing more than a 5 percent inter- 
est. Joint venture or partner with a cable company in the same service area. 

uBTA believes if the price of basic telephone and cable service is regulated, in 
the absence of eflective competition, shoulont these two telecommunications provid- 
ers be free to pursue the same economies of scale eveiy other combination of tele- 
oommunications services are free to pursue? 

Additionally, the legislation would mandate the requirement that a teko provide 
video programminff through a separate subsidiaiy that would be prohibited from 
Jointly marketing Its telephone and cable services, while this prohibition appears 
also to apply to cable companies which sedc to provide telephony services within the 
same area in which they provide cable, USTA believes the prohibition to be bad pub- 
lic policy. 

Steps the Congress should take to free LECs to provide consumers with the bene- 
fits 01 a Ailly competitive market place indude: 

• Frseinff the regional Bell operating companies to manufacture telecommuni- 
cations equipment under the terms and conditions of S. 173, (Senator HoUings' leg- 
islation of the 102nd Congress); 

• Directing the Federal Commiinkatfons Commission to restructure its approach 
to regulation so as to eliminate disincentives to invest and take risks in the provi- 
sion of new services. The Commission's focus should be on regulating the price of 
services which are not subject to competition; 

• Rftjectinff any elTorts such as thMe of sectk>n 11 [Informatk>n Services) and sec- 
tion 12 (CPNI Requirements) of S. 1086 to limit the ability of local exchange carriers 
to provide their consumers with the fullest array of information services at prices 
which need not bear the costs of onerous regulatory burdens; and 
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• Amending section 229Qi) of the legislation to mandate regulators permit pricing 
flexibility. 

Finally, Congress should provide local exchange carriers with the statutoiy au- 
thority to share network functions and facilities with each other so as to maximize 
the availability of the benefits of the public telephone network. This may be aocom- 

Slished by enacting legislation providing for infrastructure sharing as articulated in 
. 570, the "Local Exchange Infrastructure Modernization Act." 

V. ADDITIONAL AREAS OF DISAGREEMENT VnTH S. 1086 

USTA further opposes S. 1086 as it would: 

• Impose information service reouirements on the Bell operating companies — ^re- 
quirements federal courts and the FCC have already found are not justified to pro- 
tect competition; 

• Impose a prior written approval requirement for access to customer information 
that local exchange carriers might otherwise utilize to inform customers of public 
switched network services; and 

• Mandate requirements such as number portability and interconnection, at any 
point tedinicaUv feasible, with insufUcient consideration of the economic impact of, 
or demand level for, such requirements. 

VI. AREAS IN WHICH S. 1086 DEMONSTRATES LEADERSHIP 

S. 1086 does include provisions which would promote development of the nation's 
public switched network, among theseprovisions are: 

• Cable Relief, The recognition LECs must be free to more fuUv utilize their net- 
works by repeating the cable cross ownership ban including the ability of Bell oper- 
ating companies to operate a cable headend and provide cable service across LATA 
boundaries. 

• S?uiring of costs of universal service. Mandating aU providers of telecommuni- 
cations services contribute to universal service. 

• Joint Network Planning, Requiring all telecommunications providers to partici- 
pate in joint network planning and comply with mandated standards for inter- 
connection. 

VII. CONCLUSION 

Mr. Chairman, for the reasons outlined above, as currently drafted, USTA can not 
support S. 1086. 

Still, there is much in S. 1086 which USTA applauds. 

Propness on the repeal of the cable cross ownership ban, seeking to share the costs 
of universal service among aU telecommunications providers, attemptinff to fashion 
a repilatory environment in which providers of like services are treated idike, and 
providing for pricing flexibility are significant building blodcs for a national tele- 
communications pohcy which properly addresses future telecommunications mar- 
kets. 

USTA looks forward to not just the remainder of this hearing, but to the work 
which follows, in which such a national telecommunications policy might be crafted. 

Thank you, and I look forward to your questions. 



USTA DATA REQUEST— INTERCONNECTION EXPOSURE 

A USTA studv of 6818 telephone switching locations, representing approximately 
33 percent of all such locations in the U.S., uiows that competitive access providers 
collocating in only 14 percent of the 6818 locations can address 80 percent of all ac- 
cess trafnc in those locations. 

These statistics show that CAFs compete only in those areas where hi^ volumes 
of traf!k exist. This allows them to skim ofT the most profitable LEC busmess while 
not incurring costs to serve in locations having small quantities of traffic. 

In order to measure the loss of access traffic LECs may face in a competitive envi- 
ronment USTA gathered the attached data. The data were requested from all LECs 
required by the FCC to provide coUocation. Nine (9) companies responded. 

The study shows that the responding companies represent 6818 wire centers, 
about 113 of the total wire centers in the US. Nine hundred fifty seven (957) or 14.0 
percent of the 6818 wire centers have coUocation, request for collocation or a cus- 
tomer has expressed interest in collocation. 

To measure the risk of lost access traffic the comoanies reported the number of 
DSI equivalents in total wire centers, compared to me number of DSI equivalents 
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in ooHocaUon wire oentera. Thtm repoitft.w«re tepuvled between switdied 
and special aooeas. 

A DSl is a transport facQity repraaenfcuig 24 ¥oioe channels. For puipoees of this 
study a DSl equivalent is conaideTOd to be 9.000 MOU per circuit per month 
(216,000 MOU per DSl). This is the fcrmnla used by the FCC in several prooeedingB 
including CO Docket 91-213, Local Transport. In order for a CAP to have an eco- 
nomic incentive to aggregate traffic there most be adequate volume. LECs are vul- 
nerable because where competitors are collocating is where traffic volume is hifl^iest 

llierefore, as this study indicates ahnoot 80 percent of the access traffic, is at risk 
even though collocation is present in oi^y 14 percent of the offices. 

ROLL UP OF 9 COMPANIBS REPOBTING 

Number of collocation wire centers. 967; Total wire center, 6318; Percent (Vfc). 
14.0; Switched DSl equivalents in ooDocatMn wire centers, 132,666; Total switched 
DSl equivalents, 200,964; Percent (1%), 66.1; Special DSl equivalents in collocation 
wire centers, 344,117; Total special DSl equivaknU, 397,061; Percent (%), 86.7* 
Combined switched and special in coUocation wire centers, 476,783; Total switdiea 
and special DSl equivalents, 597,755; and Percent (^9ii), 79.8. 

Senator Inouye. Thank you very much, Mr. McBee. Mr. 
Frischkom. 

STATEMENT OF ALLEN R. FRISCHKORN, JR., PRESIDENT, 
TELECOMMUNICATIONS INDUSTRY ASSOCIATION 

Mr. Frischkorn. Mr. Chairman and members of the subcommit- 
tee, I am pleased to appear here tod^ on behalf of the Tele- 
communications Industry Association. TIA's nearly 550 members 
collectively provide the bulk of the phvsical plant and associated 
products and services used to build and maintain and improve the 
telecommunications infrastructure in the United States. 

I am pleased to have the opportunity to present to ^ou TIA's 
views with respect to the critical public policy issues raised by S. 
1086. TIA commends you, Mr. Chairman, Senator Danforth, and 
both your staffs, for having the courage, foresight, and energy to 
tackle the single-most important and challenging issue facing our 
industry today. As your bill recognizes, in order to ensure that our 
Nation's telecommunications infrastructure remains second to 
none, it is absolutelv essential that we develop and implement a 
national policy which promotes competition in the provision of all 
telecommunication services. Without such a policy, our Nation and 
the American people will be denied the full benefits available 
through the use of advanced telecommunications technologies in 
areas such as education, transportation, manufacturing, nealth 
care, financial services, entertainment, and other equally vital sec- 
tors of our economy. 

Technological developments, regulatory initiatives undertaken 
over the past several decades, and the structural changes affected 
under the terms of the AT&T consent decree, have dramatically in- 
creased the level and scope of competition in virtually all sectors 
within the U.S. telecommunications industry. However, le^l and 
regulatory barriers continue to limit the ability of alternative pro- 
viaers to fully enter and compete on a fair and equal basis in the 
local telephone service market. 

These oarriers, together with the statutory and regulatory re- 
strictions on the provision of video services by local telephone com- 
panies, impose serious impediments, in our view, throu£^h the de- 
ployment of new technologies and systems that are capsuole of effi- 
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ciently deliverine a broad range of services which cuts across the 
existing legal ana regulatory boundaries. 

TIA Believes that removal of these artificial barriers to competi- 
tion in the provision of all types of local telecommunications serv- 
ices; that is, voice, data, and video, will yield substantial benefits 
to consumers, the industry, and our Nation's economy as a whole 
in the form of lower prices, better service, increased innovation, 
and a more diverse and efficient array of products and services and 
service providers. 

The introduction of S. 1086 represents a welcome first step to- 
ward the establishment of a national policy which is designed to 
ensure that these potentially enormous benefits are available to 
American businesses and consumers alike. In particular, TIA 
would like to express its support for proposed section 229(a) in- 
cluded in section 5 of S. 1086, which provides for the elimination 
of State and local statutory and regulatory provisions ""that prohibit 
or limit in a manner inconsistent with Federal regulations or with 
this act, the ability of any entity to provide interstate or intrastate 
telecommunication services" including local exchange and exchange 
access services. 

TIA also generally supports the imposition of interconnection re- 
quirements which will ensure that incumbent monopoly providers 
of local telecommunications services do not withhold access to 'Ibot- 
tleneck" facilities that are essential to the ability of alternative pro- 
viders to enter and become viable competitors in the market for 
such services. 

In this regard, TIA recognizes that removal of explicit legal bar- 
riers to entry does not guarantee that meaningful competition will 
automatically develop in the provision of local telecommunication 
services. TIA therefore urges tnat careful attention be given to the 
need to strike a balance which recognizes and addresses the risks 
of anticompetitive conduct by the current monopoly provider of 
such services as alternative providers attempt to enter and compete 
in the local services market, while at the same time making provi- 
sion for appropriate relaxation of regulatory constraints on the in- 
cumbent provider when and where competition, in fact, emerges. 

In addition to supporting competition in the local telephone serv- 
ice market, TIA endorses the basic provisions contained in section 
8 of the bill, which would amend section 613(b) of the Communica- 
tions Act to eliminate the current restriction on the provision of 
cable television service by local telephone companies within their 
telephone service areas. In this area, as well, TIA urges the spon- 
sors to continue their efforts to develop a balanced, workable, pro- 
competitive policy approach that provides reciprocal opportunities 
for telephone companies and cable companies to expand the scope 
of their current operations under appropriate terms and conditions. 

Achieving a legislative consensus on uiese difficult issues will not 
be easy. But TIA strongly believes that the development of a sound 
national policy in this area promises to yield enormous dividends 
to our society for years to come. 

Thank you, Mr. Chairman, for the opportunity to appear here 
today, and I would be pleased to answer any questions you may 
have. 

[The prepared statement of Mr. Frischkom follows:] 
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Prepared 9rATRicBNr or Allen R. Frischkorn, Jr. 

My name is Allen R. Frischkorn, Jr. I am President of the Telecommunications 
Industiy Association (TIA), a national trade association whose membership includes 
nearly 560 manufacturers and suppliers of all types of telecommunications equq^- 
ment and related products. lA's members are located throu^iout the United States 
and collectively provide the bulk of the physical plant and associated products and 
services used to ouild, maintain, and improve the telecommunications infirastructure 
in the U.S. In addition, TlA's-members are involved on an ever-increasing basis in 
providing telecommunications equipment and related products in other devebped 
and developing nations around the world. 

I am i)leasea to have the opportunity to present toyou TTA's views with respect 
to the critical public policy issues raised by &. 1086, 'Tne Telecommunications Infra- 
structure Act of 1993." tlA commends you, Mr. diairman. Senator Danforth, and 
both your stafTs for having the courage, foresi^t, and eneroy to tackle the single 
most important and challenging issue facing our industiy tooay. As vour bill recog- 
nizes, in order to ensure that our nation's telecommunications inn'astructure re- 
mains second-to-none, it is absolutely essential that we develop and implement a 
national policy which promotes competition in the provision of all telecommuni- 
cations services. Without such a poliiy, our nation and the American people vrill be 
denied the full benefits available throu^ the use of advanced telecommunications 
technolc«ies, in areas such as education, transportation, manufacturing, health care, 
financialservices, entertainment, and other equally vital sectors of our economy. 

Let me assure you that TIA shares your commitment to the promotion of 'invest- 
ment, growth, and competition" throu^out the telecommunications industry, sev- 
eral years ago, in response to a Notice of Inauiiy issued by the Commerce Depart- 
ment's National Telecommunications and Inlormation Administration (NTIA), TIA 
ofTered a number of recommendations for public policy initiatives to promote the 
continued advancement of the domestic telecommunications infrastructure. In its 
April, 1990 comments, TIA specifically uiged that 'the cornerstone of any effort to 
configure a comprehensive public policy fi^amework designed to spur uie future 
growth and development of the telecommunications infrastructure in the U.S. must 
oe a continuinff commitment to the promotion and preservation of open, competitive 
maikets in wnich telecommunications manufacturers, eauipment suppliers, and 
ser^ce providers are free to compete on a fair and equal basis." NTlA's October 
1991 Inirastructure Report generally concurred in this view, concluding that Ttjhe 
soundest way for gDvemment to encourage efficient infrastructure development is 
throu^ removal of unnecessaiy regulation and promotion of a competitive tele- 
communications marketplace." 

Technological developments, regulatoiy initiatives undertaken over the past sev- 
eral decades, and the structural changes effected under the terms of the AT&T Con- 
sent Decree (the Modification of Final Judgment or '^MFJ") have dramatically in- 
creased the level and scope of competition m virtually all sectors within the U.S. 
telecommunications industry. Conqietition in the equipment manufacturing and 
long distance service sectors of the industiy has resulted in substantially rcMuced 
prices, more rapid innovation, and a vastljf expanded range of products and services 
tailored to meet the specific needs of American consumers and ousinesses. 

Until recently, it was generaUy assumed that the provision of local telephone serv- 
ice was a "natural monopoly." However, recent technological advances and market- 
flaoe developments have combined to diallenge this assumption. Still, while the 
CC and a number of states have taken some significant steps to facilitate the 
growth of competition in the provision of inter and intrastate local access services 
and, to a muoi lesser extent, in the provision of certain local telephone services, 
legalAnegulatory barriers continue to Umit the ability of alternative providers to fully 
enter and compete on a fair and equal basis in the local telecommunications service 
maiket. These barriers, together with the current statutory and regulatory restric- 
tions on the provision of video services by local telephone companies, impose serious 
impediments to the deployment of new tecfanobgies and systems ttiat are capable 
of efficiently delivering a broad range of services which cuts across the existing 
leged/regulatory boundaries. 

TiA believes that removal of these artificial barriers to competition in the provi- 
sion of all types of local telecommunications services, i.e., voice, data, and video, wiU 
benefit consumers, the industiy^ and our nation's economy as a whole. Consumers 
stand to reap substantial benents in the form of lower prices, better service, and 
a broader range of products, services, and service providers. The telecommunications 
equipment and service sectors of the industiy will also benefit from the new market 
opportunities created by competition in local service maikets. Given the dramatic 
growth which the industry has experienced in other sectors where competition is al- 
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ready well-established, it seems reasonable to expect that market oi>portumties for 
new entrants and existing service providers will expand in a competitive local tele- 
communications environment. In addition, as TIA indicated in its last appearance 
before this subcommittee, the emeigenoe of meaningful, market-based constraints in 
the Re|[ional Bell Operating Companies' ability to abuse their monopoly power, as 
competition develops in the local telephone service markets which they now domi- 
nate, would provide a viable basis for the eventual removal of the current restriction 
on RBOC entiy into the telecom manufacturing business, lore generally, creation of 
a competitive marketplace would reduce or ehminate the need for regulations de- 
signed to address the risks of anticompetitive behavior associated with the current 
monopoly environment, thereby reducing the overall cost of regulation at the federal 
and state level. Finallv, businesses in ouier industries, particulariy those which are 
highly dependent on the use of telecommunications, will benefit from the cost reduc- 
tions and ^e broad array of new and improved services available in a fully competi- 
tive local telecommunications marketplace. Most importantly, they will have the 
ability to select the technologies and service providers that are most efficient and 
responsive to their needs. 

The introduction of S. 1086 represents a welcome first step toward the establish- 
ment of a national policy which is designed to ensure that these potentiaUy enor- 
mous benefits are available to American businesses and consumers as quickly as 
possible. Accordingly, TTA strongly supports the purposes articulated in Section 3(2) 
and Section 3(3) or the proposed legislation, i.e., to "ensure the availability of the 
widest possible range of competitive choices in the provision of telecommunications 
and cable television services and to "eliminate the existing regulatoiy barriers to 
competition in the provision of telecommunications and cable television services." 

More specificaUy, TIA wishes to express its support for Proposed Section 229(a). 
included m Section 5 of S. 1086, which provides for the elimination of state and local 
statutory and regulatory provisions that "prohibit or limit in a manner inconsistent 
with Federal regulations or with this Act the abilitv of any entity to provide inter- 
state or intrastate telecommunications services." TIA also general^ supports the im- 
position of interconnection requirements which will ensure that incumbent monop- 
oly providers of local telecommunications services provide access to "bottlenedt" fa- 
ciuties that are essential to the ability of alternative providers to enter and become 
viable competitors in the market for such services. TiA recognizes that certain as- 
pects of Proposed Section 229(c), which as introduced would extend interconnection 
obligations to other providers who arguably do not control "bottleneck" facilities, as 
well as certain other provisions contained in Section 5 of S. 1086, have proven to 
be somewhat controversial. TIA urges the sponsors and their staffs to work with the 
afiected parties to address the concerns that have been raised with respect to these 
provisions in a manner consistent with the pro-competitive purposes of the legisla- 
tion. 

In this regard, TIA recognizes that the removal of explicit legal barriers to entiy 
does not guarantee that meaning^l competition wiU in fact develop in the provision 
of local telecommunications services. Accordingly, TIA urges that careful attention 
be given to the need to strike a balance which recognizes and addresses the risks 
of anti-competitive conduct by the current monopoly provider of such sendees, as al- 
ternative providers attempt to enter and compete in the local services market, while 
at the same time making provision for appropriate relaxation of regulatory con- 
strainte on the incumbent provider when and where competition in fact emerges. 

In addition to supporting competition in the local telephonv market, TIA endorses 
the basic provisions continued in Section 8 of S. 1086, which would amend Section 
613(b) of tne (Communications Act to eliminate the current restriction on the provi- 
sion of cable television service by local telephone companies within their telephone 
service areas. TIA at this time defers further comment on the specific details of the 
terms and conditions under which telco entry will be permitted, with the exception 
of the anti-buyout provisions embodied in Proposed Section 613(bXlXA), which TIA 
suppoits. In this area as well, TIA uiges the sponsors to carefiilly review the con- 
cerns raised by the parties most directly affected by this proposal (i.e., cable and 
telephone service providers), and to make every effort to develop a balanced, woik- 
able, pro-competitive policy approach that provides reciprocal opportunities for tele- 
phone companies and cable service providers to expand the scope of their current 
operations, under appropriate terms and conditions. Achieving a legislative consen- 
sus on these difficult issues wiU not be easy, but TIA strongly believes that the de- 
velopment of a sound national policy in this area promises to yield enormous divi- 
denos to our society for years to come. 

Before concluding my remarks, I would like to briefly address one other issue of 
considerable concern to TTA. As an ANSI accredited stendard-setting organization, 
TIA is actively Involved in efforts to develop voluntary standards for the tele- 
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oommunications industry in a wide range of areas. There are currently more than 
1,000 individuals serving on more than 60 committees and subcommittees invoh^ 
in TTA-8ponsored standardsetting initiatives. Aooordinglv, HA has an strong inter- 
est in ensuring the continued success of the current, inoustiy-led standurd prooeaa. 

TTA believes that generally speaking this process, which emphasizes faroad4MUMd 
participation in an open forum in whidi aU participants have ample opportunity to 
articulate their views and to contribute to toe development of a consensus view as 
to the appropriate standard, has seived our industry and our countiy well. Forward- 
looking technical standards for teleoomnmnications can best be written by the ex- 
perts who are woridng on a daily basis at the leading edge of that tecnnolMy. In 
most cases, those experts reside in the private sector. As a matter of principle, we 
believe that unwarranted government intervention in this process would pose sub- 
stantial risks to the continued growth and dynamism of the telecommunications 
manufacturing and services sectors of the U J3. economy. 

Certainly, government has a useful role to play in the standard-setting process, 
e.g., a participant in the formulation of standards that implicate the government's 
interest as a major user of telecommunications equipment and services, and as an 
interested observer in cases involving Uie development of standards that mav aflfect 
the FCCs performance of its statutory responsibilities under the Communications 
Act (e.g., with respect to the allocation and use of radio spectrum). However, before 
permitting the government to assume a more active role in this process, care nmst 
be taken to ensure that 1) there is in fact a "problem" that clearly cannot be ad- 
dressed throu^ the established, industiy-led standards development process, and 
2) that the benefits of government intervention in the standardsetting process out- 
wei^ the potential costs. 

Section 6 of 5.1086 includes several provisions, contained in proposed Section 
230(dXl), which would require the FCC to take certain steps to "encourage" and "as- 
sist" the industry in developing standards to "ensure interconnection and interoper- 
ability of telecommunications networks," and would authorize the Commission to 
"establish" standards "when industry participants fail to readi agreement." While 
TIA is not opposed to government "encouragement" or "assistance" per se, we are 
concerned that the line oetween "assistance and direct government mvolvement in 
the establishment of a standard is somewhat uncertain. Accordingly, we would uige 
the bill's sponsors and other members to consider at a minimum, including language 
that expresses a dear preference for industiy-led standards development with any 
form or direct or indirect government intervention to be considered only as a last 
resort in situations where the established process has clearly broken down, where 
there is a compelling need to establish a standard, and where it is clear that the 
benefits of government intervention outwei^ the costs. TTA would be pleased to 
work with tne sponsors of S. 1086 and other interested members to develop legiBla- 
tive language which addresses TTA's concerns in tiiis area in an appropriate fauiion. 

In closing, I would again like to thank you, Mr. Chairmui, ana Senator Danforth 
for your efforts to craft lemlation whidi secures for our nation the substantial bene- 
fits which can onlv be realized throu^ the development of full and fair competition 
throu^out the telecommunications industiy. TTA looks forward to working with ^ou 
and other members of Congress as the l^islative process moves forward, appreciate 
the opportunity to appear oefore the Subcommittee and I would be pleased to an- 
swer any questions you may have. 

Senator Inouye. Thank you, Mr. Frischkom. I have several ques- 
tions for all of the panel members. However, I will limit myself to 
one or two and, if I may, submit the rest for your consideration and 
response. 

So, Mr. Crowe, according to your testimony you already are com- 
peting rather successfully with the phone company. If uiat is the 
case, why do you need this bill? 

Mr. Crowe. We are competing in a veiy, very narrow range of 
services, Mr. Chairman, specifically access for large businesses. My 
fiiend fi*om the USTA mentioned that we are — ^and this is a term 
that is often used — ^we are cream skimming, if you would, compet- 
ing for profitable services at the exclusion of less profitaJ^le serv- 
ices. I would tell you that the answer there is to let competition 
reign and see what happens. 
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Todav, I would submit to ^ou that most of the profits are in 
areas that we do not compete m. Today, we are not aflowed to com- 
pete for the switched access that the gentleman mentioned. Today, 
we are not allowed to compete for intra-LATA long distance, They 
are monopolies. Tlie areas where we compete are clearly the most 
competitive, and we would tell you probably priced below cost. 

The difficulty in all of this, I would think tor you. is to determine 
whether in fact there are legntimate subsidies or whether the regu- 
latory structure is simply subsidizing 100 years of inefficiency. Are 
we subsidizing legitimate goals, or are we simply subsidizing costs 
that ought to be far less in a competitive environment? And I 
would tell ^ou that the latter is our view. If you open up more mar- 
kets, that IS, the other 99 percent of the local loop, we will bet the 
same kind of benefits we have seen in the narrow 1 percent we can 
compete in. 

Senator Inouye. So, you want to get into the 99 percent? 

Mr. Crowe. We are working as hard as we can. Yes, sir. 

Senator Inouye. Thank you, sir. 

And now, if I may ask Mr. Roberts, if the Congress is successful 
in passing this measure, how soon can we expect to see companies 
providing competition for local exchange telephone service? 

Mr. Roberts. Our own company did a demonstration last year 
of the technology, which is obviously the first step. In September, 
we had a five-way conference call usmg an interconnection of cable, 
cellular, PCS where we had an experimental license in personal 
communications, and alternative access facilities here and in the 
United Kingdom. The five-way conference call did not use any local 
exchange facilities here or abroad, and the connections were per- 
fect. 

Our view on all of this is that there is not going to be a new net- 
work where somebody goes out and builds the whole country, but 
rather, already, a lot of the infrastructure is in place. Cellular is 
now available in almost all of America. Cable is in 95 percent. Al- 
ternate access is building a fiber highway. 

So, I think our answer would be it is coming very soon, probably 
within 2 years you would begin. The construction has been an- 
noimced by several companies to accelerate. There is a race on to 
come up with applications that will help fund this, things like 
home shopping which our company is involved with — such as QBC 
with Barry Diller — and some of the electronic retailing initiatives. 

So, I believe that there is great promise, and that tnis bill is of 
real importance because you will see an acceleration of such an in- 
frastructure with your support 

Senator Inouye. Do you believe that PCS can become a competi- 
tive alternate to the telephone service? 

Mr. Roberts. I do not know that we know yet. We are a cellular 
companv, as well, at Comcast. There are 50 million cordless phones 
today. And mine does not really work too well when you go from 
the living room to the kitchen. You get a lot of static as you get 
away from the base station. But there is a tremendous demand for 
an untethered telephone in your home. There are only 10 million 
cellular phones, fust to put it into perspective. 

I think our view of what PCS could be is interconnecting with 
other carriers to provide maybe a local cellular service in your 
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neighborhood. Someday PCS could be more products than that, but 
that might be a targeted use because you have to build very many 
cells for PCS, and we think that that would be logical to do in local 
neighborhoods, interconnected perhaps by cable or alternate access 
facilities, and of course into the local switch network. 

Senator Inouye. I thank you very much, sir. If I may now ask 
Mr. Ware, Mr. Ware, we have listened to your testimony with great 
care, and so I wish to assure you that it is not the intent of the 
authors to disturb existing subsidy flows set by the FCC. In fact, 
we hope to give statutory biacking to the FCC regulations. 

Now, if we are able to clarify that in this bill, would you still op- 
pose the measure? 

Mr. Ware. Mr. Chairman, thank you, and we do appreciate your 
concern and the concern of the other subcommittee members for 
the need to maintain universal service. 

To answer your question, we do have some other concerns in that 
the bill basically severely restricts the authority of the State com- 
missions, but then gives them the responsibility for universal serv- 
ice. So, with some craftine or recrafling of the language in the bill 
it possibly could be shaped to meet those concerns. 

We are concerned about the effect of the limits on the State regu- 
latory bodies and the direction to directly targeted support flows 
rather than the broader general support flows in place today which 
have done such a veiy good job. 

Senator Inouye. We will get together with you, sir. 

Mr. Ware. Thank you, sir. 

Senator Inouye. Mr. Coe, as a lai]ge user, would it matter to you 
as to who provides the network service? 

Mr. Coe. I think as a large user, indeed what we are looking for 
are alternatives. The largest component cost of credit card trans- 
actions is indeed the last mile, and we also have limited technical 
options in that area. So, we believe that providing competition 
tnere would lower the cost and give us some alternatives. 

Senator Inouye. So, you are hoping that competition will give 
you the lowest cost alternative? 

Mr. Coe. Absolutely, sir. 

Senator Inouye. Mr. Niggli, why can the phone companies not 
provide your company with energy management capabilities you 
need at tnis moment? 

Mr. NiGGU. Well, there are two reasons, Mr. Chairman. 

Senator Inouye. Is fiber the only way you can do it? 

Mr. NiGGU. Pardon? 

Senator Inouye. Is fiber the only way you can do it? 

Mr. Niggli. It may be from the standpoint of having the verifi- 
ability and the response rate that we need to ensure that we have 
response for the control actions that are taken. If you think about 
the energy management situation, our system operators have a 
choice wnen load is increasing on a hot day like today. They can 
push a button and call up a generator. 

Well, they need to also on the demand side be able to push a but- 
ton and bring down load for energy management. We have to have 
a feedback that says that has happened and those kinds of things 
have occurred and will stay off the line. Otherwise, we jeopardize 
some of the reliability of our system. 
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So, it is a speed-and-response issue right now that if we poll the 
laree number of consumers that we believe will be on this system 
ana all those responses come back, the network cannot handle it 
right now. 

Senator Inouye. Thank you, veiy much. 

Mr. McBee, does your organization support the provisions that 
would permit telephone companies to get into cable? 

Mr. McBee. Yes, sir. 

Senator Inouye. And what is your position on separate subsidies 
for electronic publishing? 

Mr. McBee. Separate subsidiaries, in our opinion, have been 
dealt with very adequately by the FCC and recently by the appel- 
late court, and I beUeve even in the beginning of July of this year 
the FCC has strengthened the cost allocation rules. We think tnose 
are adequate. There have been virtually no complaints about cost 
allocation — ^an awful lot of discussion of it but very few complaints. 
So, we think they are not necessary. 

Senator Inouye. Do you have any thoughts on long distance 
waivers in the bill? 

Mr. McBee. I am sony, sir? 

Senator Inouye. We have waivers on long distance here. Do you 
have any thoughts on that? 

Mr. McBee. No, sir. 

Senator Inouye. I see. Thank you, very much. 

Mr. McBee. If I might add one thing, Mr. Chairman 

Senator Inouye. Yes. 

Mr. McBee [continuing]. I did not use the term '"cherrypicking," 
but the idea of the interexchange carriers and the alternate access 
providers moving into our central offices is demonstrated bvr a 
study that is attached to my testimony where they are in 957. They 
have asked for location in 957 offices of the local exchange carriers 
or collocation. Those 957 offices only represent 14 percent of all the 
offices in the United States, or at least that were in the study, but 
they have access to or they provide access to 80 percent of the ac- 
cess traffic. 

So, I do believe that there is a business demand that says you 
go after the most lucrative markets first, and I think that question 
was brought up earlier. That is what business is going to do, and 
I think that is what they are doing. 

Thank you. 

Senator Inouye. Thank you. 

Mr. Frischkom, has the manufacturing sector become more pro- 
ductive since the breakup of AT&T? 

Mr. Frischkorn. Yes, it has indeed become more productive. 
There are fewer employees putting out more equipment than ever 
before. Since the AT&T breakup, prices of products have declined, 
the quality of products have improved and variety of products has 
increased. We probably all remember 10 or 12 years ago when the 
rotary dial phone was standard. Now you have such a variety of 
options. So, all these things have been spurred in part by the com- 
petition that was engendered by the AT&T breakup. 

Senator Inouye. Now, if we are going to have the benefits of 
high technology for all of our users and consumers, it would take 
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the deployment of some network infrastructure. Do you have any 
idea as to how much that will cost? 

Mr. Frischkorn. Well, with respect to one segment of it, I have 
information. There are some estimates that having a fully oper- 
ational fiber optics network by the year 2036 will cost $450 billion 
plus. 

Senator Inouye. $450 billion. 

Mr. Frischkorn. $450 billion. Well, initially, that may seem like 
a big number. [Lau^ter.] 

That might seem like a big number even to you here in Congress. 
Let me say this — ^telephone companies spend roughly $20 bilBon a 
vear on new equipment and cable companies somewhere over $2 
billion. That is about $22 billion. So, in 20 years telephone and 
cable companies will spend about $450 billion on the network. And 
that spending will increasingly be on new products and services. As 
those new products and services come on line their prices will de- 
cline. Of course, you probably all remember the VCR and the 
handheld computer. They were very expensive at first, but the 
more you produced and sold, the more the price declined. And that 
will happen also with fiber optics. 

One of our member companies. Coming, Inc., estimates that an 
interactive broadband network including fiber to the curb will be 
imiversally available around 2035 under a purely cost-driven sce- 
nario. However, if we want to accelerate the deplo^ent of this 
network so that most Americans can be served within, say, 20 
years, an incremental cost will be involved. Comine estimates that 
incremental cost to be about $23 billion in 1992 dollars over the 
next 20 years. While that number seems high, the $23 billion could 
be easily recovered through the pricing of new services which are 
going to be coming on line. 

So, the bottom line is $450 billion may seem daimting at first, 
but it is not so daunting when you look at the overall economics 
of the telecommunications industry. 

Senator Inouye. Thank you, very much. 

Senator Danforth. 

Senator Danforth. Mr. Ware, my understanding of your position 
is that in the case of rural telephones companies, competition 
might not necessarily be beneficial to consumers. 

Mr. Ware. Mr. Chairman and Senator Danforth, yes, sir, that is 
our position. And I think it is very reasonable. When you approach 
the competitive environment you envision sharine markets between 
competitors. And when you come into the sparsely populated rural 
area and you try to share a 500 customer market, for example, the 
economies of scale are not there. You may not have either partici- 
pant viable once that happens. 

Senator Danforth. Now, other than Mr. Ware, do amr of the 
other witnesses on the panel — and I thank each of you u>r being 
here — do anv of you think that competition in local telephone serv- 
ice is an undesirable objective? 

[No response.] 

Senator Danforth. Do all of you believe it is a desirable objec- 
tive? 

Mr. Frischkorn. Yes. 
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Mr. McBee. If I migiit, Senator, I think it is a desirable objective 
but the decision as to how Hiat services like in Mr. Ware's territorv 
can be maintained if, in fact, you have a veiy small business, small 
telephone company, one of your customers represents 30 percent of 
your income. The competition would more than likely come after 
that one customer and leave Mr. Ware with the balance of the cus- 
tomers and 70 percent of the revenue. 

So, I think that there are some considerations but we are not 
saying that it will not happen. I think it is less likely to happen 
in the rural areas, but if it did it could be disastrous for some of 
those companies. 

Mr. Ware. Mr. Chairman and Senator, if I might, as I indicated 
in my remarks that we are asking the committee to not mandate 
competition in rural areas at this time, but to rather defer and 
allow Uie State commissions to open up the local exchanges to com- 
petition when they feel there is evidence that it is viable and that 
consumers will not be injured by it. 

Senator Danforth. All rig^t. Other than a possible concern with 
respect to— well, it is not a possible concern, it is a real concern 
from those who expressed it. With respect to small communities 
and rural telephone service, is it the view of this panel that com- 
petition is desirable in local telephone service? 

Mr. Roberts. If I mig^t, I think if you look to the long distance 
market as a recent example of what happens. Our understanding 
is that rates have come down 40 percent, AT&T is healthier than 
ever, there are many competitors who are doin^ well, and the 
consumer has been the big winner. And the same is true in equip- 
ment, that we do not hist have to buy the black rotary telephone. 
We now have fax madnines and all sorts of devices that are easily 
purchased and the prices have come wav down. 

So, I think you can look to that and say that if the whole net- 
work is competitive at all stages with open architecture and inter- 
connections, you are going to have a veiy robust, rapidly acceler- 
ated marketplace. 

Mr. Crowe. Senator, I mig^t make a comment, too. I think some 
of the most lucid and carefully thought out argument's concernini" 
the benefits of competition in the local loop have been submitted 
by the Bell companies over in the United Kingdom to their equiva- 
lent of the Federal Communications Commission. Th^ make the 
argument, prdbabjv b^ause they have a lot more lawyers, far bet- 
ter than we could I would certainly commend those writings to 
anvone who is interested. They are verv well drafted. 

Mr. McBee. Senator, if I mig^t add, the person originally from 
Pacific Bell who made that comment, I wish he were here today. 
And as far as your term about desirable, that would not be my 
choice of words. I think it is inevitable, and I think this committee, 
the one thing you cannot do is to create legislation that would stop 
competition. 

Senator Danfortil But under the present situation, it is 
stopped. 

Mr. McBee. I understand that it is stopped, ves, sir, but it will 
not be over time. Just Bke every market gradual^ is being opened 
to competition. And our position is that that is gomg to happen but 
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you clearly have to understand the support flows that are nec- 
essary to provide universal service before unleashinj? that. 

Senator Danforth. Thank you all, very much. Thank you, Mr. 
Chairman. 

Senator Inouye. Thank you. Senator Bums. Oh, I am sorry, Sen- 
ator Packwood. 

Senator Packwood. Mr. Niggli, in your service area, I take it you 
serve both urban and rural areas? 

Mr. NiGGU. That is correct. 

Senator Packwood. Is there cross-subsidization from urban to 
rural or from business to residential in the electric business? 

Mr. Niggli. That probably depends on which jurisdiction you are 
looking at. We have cost of service rates that we file. The last rate 
case we had in our service area was about 1985. So, it has b^n 
quite a while since we have had a specific rate case. 

Senator Packwood. Well, I do not mean as a specific rate case, 
as a matter of philosophy. In the old days the argument was we 
use lone distance to subsidize residential use, business, to subsidize 
rural, phones and — do you have that in the electric business? 

Mr. Niggli. Yes. I believe you would find it in many of the State 
commissions. They have set it up so that certain classes are subsi- 
dizing others and we do not have a true cost of service. 

Senator Packwood. Do you by and large make money on resi- 
dential customers or at least break even on them? 

Mr. NiGGU. We make money on residential customers, yes. 

Senator Packwood. OK, now, Mr. McBee, on page 7 of your 
statement you say absent this $18 to $21 billion subsidy, residen- 
tial consumers would be required to pay the full cost of their local 
telephone service. Why should they not? 

Mr. McBee. I think that the FCC are trying, in fact, to do that, 
Senator. 

Senator Packwood. Do you have any objection to them paying 
their own way? 

Mr. McBee. No, I do not have an objection to them paying their 
own way, if that were the only problem. The problem is that it is 
not just $12. I mean, assuming that everyone paid $12 more you 
would still have the problem of the urban areas at that point would 
be substantially providing support to the rural areas. And there- 
fore, you have a pricing structure in place in the urban areas that 
encourages competition because they are priced above cost, and the 
rural areas are at the same price, although if you eliminated the 
price subsidy, the real prices would go up substantially. 

Senator Packwood. Well, here, I am not thinking about rural so 
much as residential, because you are talking about a subsidy of $18 
to $21 billion residential consumers, so I assume you do not mean 
rural. You mean all of us living in Uie center of the city. 

Mr. McBee. No, sir. I mean residential customers or consumers 
in general. That may be poorly stated there, but it is customers in 
general, residential or home customers. 

Senator Packwood. Well, all right. But why should telephones 
be different than electricity? Unless you are saying that the tele- 
phone is more critical than electricity. 

Mr. McBee. Well, today I certainly would not say that because 
it is so hot. [Laughter.] 
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I am suegesting that the price differential between urban and 
rural is siibstantial; and if, in fact, we could say that every rural 
customer could in fact pay the cost of their service, that would 
probably be the best, economically efficient way to price. But I 
think it also then really runs in the opposite direction of universal 
service. I think a lot of people cannot sdEiord it. 

Senator Packwood. I guess I am not getting my point across. I 
am talking about business versus residence, not urban rural. 

Mr. McBee. Do I think business customers should pay their fair 
share, their full amount? Yes, sir. 

Senator Packwood. Well, apparently in the electric business, Mr. 
Niggli manages to make money on residential customers; I do not 
know if he makes money on rural or not, but on residential cus- 
tomers in New Orleans. And yet, I sense that you are saying tele- 
phone customers are subsidized in these cities. 

Mr. McBee. What I am suggesting is that we make money on 
residential service also; but we made the money on residential 
service through those who are heavy users, not those who just sit 
there and have the telephone for emergency purposes. 

Senator Packwood. Well, that may be true of Mr. Ni^li. My 
hunch is he may make more money on somebody with an air condi- 
tioner in New Orleans than somebody who does not have an air 
conditioner in New Orleans. 

Mr. McBee. Yes, that is correct, I would assume. But I am just 
suggesting that the competition for the long distance market, if, in 
fact, opened without appropriate mechanisms to support the rural 
communities, would create a problem. 

Senator Packwood. Do you agree with Mr. Crowe's statement, 
that the problem is inflated costs, and that is one of the reasons 
that if we had competition, the costs would go down? And regu- 
latory system lends itself to covering costs that are unnecessary? 

Mr. McBee. I think that is a bit of a misnomer. I have heard a 
number of times that the telephone companies are guaranteed a 
rate of return. What they are guaranteed is the opportunity not to 
earn more than a rate of return. Not to earn that rate of^ return. 
So, I believe that the efficiencies have been gained witiiin the in- 
dustry over the last few years; we have all changed since 1982. 

I think the telephone industry is much more efficient than it was 
in those days; ana I do not befieve that it is, I do not believe it is 
a problem of inefficiency. I think it is a problem of past deprecia- 
tion rates, and the lives on some of the equipment that is in place 
today. 

Mr. Crowe. Senator, could I make one comment? Because I be- 
lieve there may be some confusion about the subsidy flows we are 
talking about. I know there is confusion; I am not sure anyone 
knows where they go to, or where they come from. 

But I think there is general agreement, and it goes directly to 
your point, that residential users of long distance are the source of 
the subsidy. It is not big business. Our customers most likely pay 
at or below cost. It is the residential user, making payments to 
AT&T, MCI, and Sprint, who in turn make payments to the tele- 

Ehone companies that are the sources of those subsidies. It is not 
ig business; it is small users, it is residential users. 
Senator Packwood. By small users, you mean occasional users? 
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Mr. Crowe. I mean small business. 

Senator Packwood. But using a lot of lone distance? 

Mr. Crowe. The folks who cannot affora a telecommunications 
staff, the folks who cannot afford to go out and go through the dif- 
ficult effort of finding an organization like my own that can afford 
to deal witli them on a custom basis. It is medium and small busi- 
ness, where all the jobs are created, and it is residential users, that 
provide the subsidy; if, in fact, that subsidy is real and not simply 
coverine inflated cost. I guess we do not know the answer there; 
althou^ I would point out that the average of American telephone 
companies' return on equity is now far Higher than the average 
competitive American business. 

Senator Packwood. Mr. Roberts, let me ask you a question. As 
you know, I am a supporter of cable television; so the question is 
not malevolent. 

I read your statement, and I am intrigued with the marvels of 
fiber and everything that cable is doing. And, given its extraor- 
dinary advancements, why does my cable go out more often than 
my telephone? 

Mr. Roberts. That is a very fair question. It depends on your 
cable company. There are many reasons. But obviously, if some- 
body hits a telephone pole a mile away from your house, and it 
breaks the connection, and you do not necessarily pick up your 
phone that minute, you might not know it is out. But your TV's are 
on 7 hours a day, the average American TV set is on 7 hours a day. 
I do not think we use our telephone 7 hours a day. 

But I think a broader answer is that the cable industry is im- 
proving on service. There are now national customer service stand- 
ards. And I believe that tiie national customer service standards 
are the same as the models for the local telephone companies. 
There is no question, cable industry service has got to be at the 
same standard of excellence, or it is not going to be competitive. 
And what we are talking about here is allowing people the chance 
to compete. 

And in the United Kingdom, we are building a system as a cable 
company, and we are finding 20 percent of the telephone users over 
there want to buy our cable telephone products. 

Senator Packwood. And you were allowed entry in the United 
Kingdom, without restriction? 

Mr. Roberts. Yes. And, in fact, as was pointed out, so were the 
American telephone companies, who are over there as well. And 
they have said that, in order to create this level ballfield, we need 
to give time for this to nurture; but eventually, British Telecom 
will get into television, if that is what they choose to do. 

But the point is, we have had to learn how to give good service, 
or nobody is going to buy our products. And I think the market- 
place will ultimately force better service, and that is good. And I 
would like to submit for the record some more on that, if there is 
an opportunity to study what the actual outage ratios are — I do not 
know, off the top of my head — between one industry and another. 
But the perception may be higher because your TV is on all the 
time. And just a 5-minute outage is very annoying. 

So, we think we will bring our standards up very quickly. 
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Senator Packwood. I do know people who talk on the phone 7 
hours a day. Mr. Crowe^ if you were given the opportunity, do you 
want to go into the business of serving hig^ cost, rural areas; and 
consumer telephones, generally? 

Mr. Crowe. Well, I uiink I can answer that question, as a matter 
of fact. Our parent companies recently announced plans to acquire 
a rural telephone company. They are a for-profit organization, and 
obviously believe that that is a business that makes sense. 

My own company — ^I will step back and say, we are firm believers 
that with competition comes a necessary focus on customers. That, 
like any competitive business, the phone business will start to 
focus on customers, and organize around customers. 

Our focus is business; and we do not think that a single organi- 
zation can be everything to everybodjr at the start of a new indus- 
try and a new era. Our focus is business; that is where we plan 
to spend our time. But we do have an affiliate that is in that very 
industry. 

Senator Packwood [presiding]. Thank you, Mr. Chairman. 

I believe we are down to Conrad Bums, if I read this list ridit. 

Senator Burns. Thank you, Mr. Chairman. I appreciate that. 
Thank you for your excellent testimony, all of you today. And we 
have been wign^ling around with this issue now for about 3 or 4 
years; it looks nke, after a while, we would get it all ironed out and 
we would all understand it. 

Mr. Ware, I am interested in your comments. And by the way, 
I want to congratulate the rural telephones; because in my State 
you have been very cooperative, especially in distance leammg and 
this type of thing. We have set up some terrific educational pods, 
and we are doing some things now with Indian reservations that 
has had a very positive effect on our State. And it has all been 
done throudi the creative thinking of cooperative and rural tele- 
phones. And so we appreciate that. 

I would, I want to ask you though, just for the matter of the 
record and how we would look at this: How would you identify 
rural exemption? Where do you draw the line? Whenever we start 
putting this into, and it is going to have a lot to do with how you 
operate, and how you deal with your local PUC's on rural exemp- 
tion. Could you give me a, where would we draw the line, and give 
me an idea? 

Mr. Ware. Senator, I do not know that I can dve you the line, 
or the location to draw the line, as far as size or density. But there 
are some precedents out in the States, where they have exempted 
the telephone companies that they felt were rural and locally re- 
sjponsive, and some of them have drawn that line at 50,000 access 
lines; some have drawn that line at other levels. 

So, I think that would need some research; but I would be very 
happy to provide some followup information for you. 

Senator Burns. And Mr. McBee, in your view on effective com- 
petition, that test for determining when telephone companies have 
Provided greater freedoms from regulatory and legal situations. 
ITould you want to comment on that, what level you think that 
would be? Can you identify what effective competition would be? 

Mr. McBee. I do not think that I can. I can tell you, though, that 
I believe that it would definitely vary by who the requested party 
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would be. If you wanted to look at effective competition in terms 
of how much of our access revenues are subject to competition, yoa 
could say we have effective competition there. 

I believe that you have heard testimonv from Mr. Crowe that 
that is not the case; he has got, I forget wnat the percentage was, 
but a veiy low percentage of the market. 

If the intent is to wait until there is competition in each of our 
central offices, each of USDA's central offices, that is not likely to 
occur for a very, venr long period. And the majority of those central 
offices currently will not nave interconnection, nor do they have re- 
quests for them. So. I think it is a very difficult question to answer. 

Senator Burns. And give me, what kind of pricing reform do yoa 
specifically feel is necessary, if we in Congress are to make a policy 
decision to open local telephone exchanges to competition? And be 
as specific as you possibly can. 

Mr. McBee. There are a couple of thing^. I think the FCC again, 
several years ago, was on the right track in terms of tryine to shift 
costs from the lon|^ distance service to the end user. And they 
wanted to do that m a systematic way, and there was — Congress 
did not like that, and held a number of hearings. And so that proc- 
ess was stopped. 

I think a process like that has to go on. I think the way that the 
other providers of service contribute to the maintenance of univer- 
sal service also is something that has to be dealt with, and it has 
to be in a way that the revenues from that source cannot be avoid- 
ed. 

Senator Burns. Do you see, Mr. McBee, do you see us redefining 
what universal service is, in the future? Do you see that changing? 

Mr. McBee. No, I do not. I see universal service being what it 
is today; but I expand that into saying that that is the service that 
would continue to receive some sort of a subsidy or a support But 
in fact, all customers in the country ou|^ht to have access to more 
enhanced services; or at least, access to it at a price. 

Senator Burns. Mr. Roberts, I would ask you the same question 
I asked Mr. McBee. If you could define effective competition or the 
competition test for exemption to regulatory or legalese, we might 
say? 

Mr. Roberts. Thank you. Senator. First of all, I would want to 
state that the goal of ^fCTA here is to try to work constructively 
to find the solutions here; and so I do not have one answer that 
has to be the only answer. 

But I would perhaps say that in the Cable Act, it used a defini- 
tion that said, if 50 percent of the market is covered by a competi- 
tor, and 15 percent of the market is actually buying firom the com- 
petitor, then there is efiective competition. And that is the video ef- 
fective competition test that was just passed last year; so perhaps 
that is a starting place. 

Senator Burns. I am very interested. You know, last year when 
we did reregulate the cable industry under the guise that most of 
the service was not only part of that but, in other words, there was 
a great outcry because rates were continuing to grow on an acceler- 
ated rate. 

And the other day, if you do not think it is not costly, not only 
did our rates go up in cable, we also passed a little supplemental 
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appropriation of $11 million for the FCC just to write the rules and 
regulations, and to regelate the industry. So, instead of just cable 
users going to be paying this increase for regulation, everybody, 
whether vou take cable or not, is going to pay for some of this. So, 
I guess that pretty well tells you where I am coming down on this. 
I uiank you mr your testimony today, and we will be in 

Mr. Roberts. Can I just add to that point? I think that the goal 
of the Cable Act last year was that eventually we want an ettec- 
tively competitive marketplace. The rules go away, that $11 mil- 
lion, whatever it is going to cost, is going to go away if there is ef- 
fective competition. And I think the goals of this bill seem to be 
thinking the same way, which is, if you can encourage competition, 
then down the road all these ree^ulations ought to go away. The 
goal ought to be to get rid of r^^lations, when you have effectively 
competitive markets. And I think that is a very intelligent model. 

Senator Burns. I would ask the power company, Mr. NiggU, are 
there any Federal laws now that prevent you from pursuing your 

§lan? And I would tell you that I am sort or interested in that. And 
tate laws, are you asking the Federal Government to preempt 
State law? 

Mr. NiGGLi. Right now, there are no Federal laws that we are 
aware of that would keep us from implementing the power view 
concept, especially for demand side management applications with- 
in our industry. 

So, we are not aware of any that would preempt us, and frankly, 
one of the reasons that we are here today is to remind you that 
we bring an economic justification for these types of facilities; and 
we do not want to be preempted in the future from having the abil- 
ity to communicate with our customers for demand side manage- 
ment purposes. 

Senator Burns. Thank you, Mr. Chairman. 

Senator Inouye. Thank ^ou. Senator Exon. 

Senator ExoN. Mr. Chairman, thank you much. I want to thank 
all our witnesses. This has been a very fascinating and informative 
hearing. I will have some additional questions for the record. I 
want to ask Mr. Frischkom a question, then a question or two for 
Mr. Crowe. And then I will nave additional questions for the 
record. 

Mr. Frischkom, I notice in your testimony on page 2, you state 
that your organization commends the sponsors of S. 1086 for their 
efforts to craft legislation which secures for our Nation the sub- 
stantial benefits which can only be realized through the develop- 
ment of full and fair competition throughout the telecommuni- 
cations industry. I agree with that. 

My question has to do with something that has not been ad- 
dressed here this morning, but I could not help passing up the op- 
portunity to ask you and the organization that you represent, as 
to another matter that is going to be facing the Congress in the 
very near future; and that is the North American Free Trade 
Agreement. 

1 am surprised that some of you have not emphasized this morn- 
ing how important fiirther telecommunications is in the United 
States of America. We obviously have not done a very good job. 
There was a front page story in the New York Times the other day, 
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day before yesterday, I believe it was, that said that CBS and the 
New York Times did a poll of Americans. And 49 percent of the 
Americans had never hecurd, nor did they know anything about, the 
North American FVee Trade Agreement 

I thought that was a startling statistic. It shows me that we have 
an awful lot of entertainment, and a lot of information, but it must 
not be very precise, because if it is true in that poll, that one-hidf 
of the people in the United States had never even heard of the 
North American FVee Trade Agreement — ^which is something that 
we are going to be hearing from them on in tiie very near mture, 
and we are hearing from them on right now. 

But I want to get, specifically, and see if you could answer a 
question that is uppermost in many people's minds that are con- 
tacting my ofHce these days, Mr. Frischkom, and that is: When we 
have Uiis expansion, when we have this explosion, which we are 

foing to have, there is some concern that the North American Free 
Vade Agreement may force a substantial portion of the new jobs 
thus created to Mexico, or to other countries around the world, less 
developed countries, basically with reference to cheap labor rates. 

Can you tell me what your opinion is of this? What percentage 
of the manufacture of the firms that you represent is done in the 
United States today? And what percentage of the manufacturing 
jobs that will be created by this explosion in technology are likely 
to be in the United States? Or are we going to see more and more 
of these jobs being shipped elsewhere? 

Mr. FRISCHKORN. First of all. Senator, let me assure you that 
TLA as an association supports the North American Free Trade 
Af^eement. We have been lobbying Congress and working with the 
aoministration on getting it implemented. It would proviae a great 
deal of benefit to my member companies by opening up that huge 
new market in Mexico. I do not know if you have ever been to Mex- 
ico, but if you have you will know that their communication system 
is not as good as the system in the United States. And there is a 
lot of room for improvement, and that improvement can come 
through American products and technology. 

With respect to your question on the creation of jobs, there cur- 
rently exists under U.S. law provisions relating to customs duties, 
that have resulted in the creation by Mexico of the maquilladora 
program. Under that program, American companies can maniidTac- 
ture in Mexico, and ship the products back to the States, without 
incurring duty. A number of my companies, member companies, 
take advantage of that. 

So, I think the point is, to the extent that American companies 
have wanted to move production offshore to Mexico, or to other 
parts of the world, they probably have already done so. There is 
now no restriction on such moves. So, I do not see the North Amer- 
ican Free Trade Agreement as resulting in any loss of jobs from the 
United States. The Mexican market is so large, over 100 million 
people who need modem telecommunications equipment. Moreover, 
Mexico is on the same standard as the United States — ^the North 
American standard. So, I see every reason that the jobs that will 
result from an expansion of that market will most likely be in the 
United States. 
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That is not to say that there will not be some iobs moving down 
to Mexico. It does make sense, from a purely business point of 
view, to be close to your customer. So, American telecommuni- 
cations companies may want to establish manufacturing joint ven- 
tures in Mexico; enter into distribution arrangements in Mexico: or 
set up sales offices in Mexico. Clearly, there will be some jobs that 
move down there. But that is part of the territory. You cannot at- 
tack a market that big, without having local people to deal with tlie 
market 

Senator ExoN. You do not think we should be concerned, then, 
about the cheap labor market that is available to American indus- 
try in Mexico today, and certainly is expected to be available in the 
future? You do not think that is a msgor concern? 

Mr. Frischkorn. Well, there is no impediment to manufacturing 
there today, and so tlie NAFTA is not going to change that, n 
American companies had felt the need to go to a low labor area for 
whatever reason, they are already there. Again, I do not see 
NAFTA changing that. 

Senator ExoN. Mr. Crowe, let me turn to your excellent testi- 
mony. 

Let me ask you, because I am sure you have heard the concerns 
expressed by Mr. McBee and Mr. Ware and others, people sitting 
up here, with regard to rural America and the unfairness that 
mig^t be created, or that we are fearful might be created. I am not 
saying it is going to be created. 

You and I in some conversations we have had previously on this 
matter have explored this matter in some detail, and you came up 
with what I thought were some rather interesting proposals that 
I do not believe are addressed in your written statement. Would 
you care to expand on some of the concepts and ideas that we 
talked about? 

You heard earlier, I made a statement with regard to, maybe, to 
help out the rural areas we could have an REA program, if not an 
REA program, maybe a low interest lending pro|^am as we have 
with REA, or some of the rural telephone companies, also the serv- 
ice to certain areas and certain individuals tnat maybe coidd not 
afford that. Would you care to expand on some of the conversations 
that we have had in this area? 

Mr. Crowe. Yes, Senator. First, I would start with the statement 
that I do believe that the definition of universal service needs to . 
be looked at, and looked at hard, that otherwise we are in danger 
of becoming a nation of information haves and have-nots, which I 
believe is unacceptable, and my company has supported tnat since 
its inception, as have other competitors in the market 

We have come down firmly and publicly in support of appropriate 
subsidies for those parts of America that do not have access to af- 
fordable communications. The onlv difference, I believe, between 
our position and that of the USTA is those subsidies ou^^t to be 
out in the open. They ou£^t not to be buried in an accounting 
structure that no one understands, that no one has any idea of 
what its ultimate impact is. It ought to be pulled out It ought to 
be administered by a body like the FCC, and the necessary char|;es 
for that kind of a subsidy ought to be levied on all industry partici- 
pants in a way that is competition-neutral. 
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With respect specifically to the rural parts of America, I think 
that all of what is going on needs to be viewed as a process, not 
an event, and it is very dangerous to preconclude where that tech- 
nology revolution will take us. 

We have quite a number of technologies in the wireless area 
which eliminate much of the problem with distance when it comes 
to providing modem new services, so one ought not to prejudge the 
incredible pace of technology and the benefits it can bring. To have 
done that at the beginning of the computer industry would have 
eliminatod many of the benefits we see from that industry today. 
No one had the imagination to understand where we would be 
today 10 years ago. We think the same is true in the communica- 
tions industry. 

So, I think it needs to be viewed as a process, and an impartial 
body like the FCC has to have the authority to raise and target 
necessary subsidies to avoid a Nation of information haves and 
have-nots. 

Senator ExoN. Are you then saying, Mr. Crowe, that you recog- 
nize — and I see most of the people seated at the table shaking their 
heads on the statement you have been making. The Federal Com- 
munications Commission is another one of the bureaucracies that 
costs a great deal of taxpayers' money to operate. You all seem to 
feel that regardless of what we do we are going to have to have 
some kind of regulation of the industry by an agency of the Federal 
Government, and I suspect that the Federal Communications Com- 
mission or something like it would be the logical body. 

I go back to the situation that I referenced previously in this 
area, and that is that we have a regulation and examinations of 
our financial institutions. Some past nistories have indicated that 
we have not had as good an examination as we should have had, 
but in any event, the oanks and the financial institutions pay a fee 
when they are investigated, and by and large that offsets much of 
the expense of the regulatory functions that the law provides as 
necessary for the common good. 

Would you feel that the industry as a whole, and you certainly 
can speak for your company, but would your company, and in your 
view the — as a whole the industry support some type of a basic fees 
that would be paid bv the industry for the enforcement of the regu- 
lations that the bill before us suggests, or something like it, would 
put in place? 

Mr. Crowe. Senator, we have 100 years of regulation which all 
parties agree have greatly distorted the signals and cues that come 
n*om the marketplace, and the structures of the industry. That is 
not going to be fixed in 6 months. It is going to take a period of 
time. 

It is going to have to be administered bv a technically competent, 
impartial organization. I believe the FCCf is in the best position to 
do so. It is going to cost money, and we would support competition- 
neutral levies to fimd an organization like tiie FCC's efforts. 

As far as tiie industry as a whole, I am not even going to try to 
guess if there would be consensus on that. It is getting too hard 
to define what industnr as a whole is any more. 

Senator ExoN. Mr. Roberts. 
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Mr. Roberts. I would like to just echo that Speaking for the 
NCTAy we wholeheartedly support this idea in terms of reco^tion 
that universal service is important and there is an obligation on 
anybody that wants to compete to pay your fair share, and I think 
Mr. Crowe has given some terrific suggestions, as you pointed out, 
and this could be shaped by the FCC, and people have to pay their 
fair share. 

Senator ExoN. Mr. Ware. 

Mr. Ware. If I mieiit just comment, Senator — ^Mr. Chairman, the 
subsidy or support flows have been characterized as some hidden 
mechanism, and I guess I would like to take issue with that, be- 
cause I believe the FCC has a very good handle on the mechanisms 
for the support flows that exist today, and knowing the scope of 
those flows, and so I do not believe it is the hidden process that 
it has been characterized as. 

If I might just go on, I think also there have been comments indi- 
cating that some new pressure such as competition is needed in 
order to have the exchange carriers focus their efforts and atten- 
tions on the customers, and I think that is a mischaracterization, 
because I believe we do that very well, and recently our company 
surveyed our customers and overwhelmingly the response indicated 
that our service was good to excellent. 

So, I think while there may be some merit in these observations 
that have been offered, they should not be applied in blanket fash- 
ion to all of the participants or all of the carriers. 

Senator ExoN. Gentlemen, thank you, and thank you, Mr. Chair- 
man. 

Senator Inouye. Thank you. Senator Pressler. 

Senator Pressler. Mr. Chairman, I shall be fairly brief in view 
of the fact that some of my questions have been asked, but let me 
ask a question of anybody, any volunteer. 

As you know, S. 1086 permits all telephone companies to provide 
cable television service within their telephone service areas and 
rural telephone companies are allowed to provide cable. 

Now, man]^ of the RBOC's are already investing heavily in cable 
systems outside tlieir service areas in this country and overseas. In 
fact, I visited one of NYNEX's cable TV activities in Portsmouth, 
Eneland, sometime ago. 

Now, those telephone companies currently are permitted to pro- 
vide common carrier transport of video programming and other 
nonownership relationships. However, tiiey cannot have more than 
a 5-percent interest in programming. Some argue the telephone 
companies must have the opportunity to own programming^ before 
they will invest in upeprading the networks. Is this incentive nec- 
essary, and why wouia a telephone companv invest abroad or out- 
side its regions and not in its own back yard? 

Mr. Crowe. Senator, I mi^^t take a quick shot at the latter part 
of the question, are those incentives necessary, and I would simply 
point out that for a number of years I believe it is accurate to say 
the phone business in the United States, the local phone business, 
invested about depreciation. 

The excess cashflow spilled over into every business but the one 
that was understood by tlie participants^verseas real estate, 
banking, et cetera. 
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Recently, within the last 2 years, U.S. West, Bell South, 
Ameritech, Bell Atlantic, and others have announced multibillion 
dollar programs to upgrade their facilities — $2, $5, $13 billion in 
one case — ^without any regulatory change, without any prompting, 
and I would submit to you it is the result of competition and the 
fear of competition. 

Mr. McBee. Senator, I would just like to add that I think that 
a restriction on competition is inconsistent with opening the mar- 
ket, and I think incentives, or the opportunity to provide the pro- 
gramming, is consistent with a competitive marketplace. 

Mr. Roberts. I would just quickly say that what is — ^if you just 
say, open up all the markets, and gee, that seems like a logical so- 
lution, you have to remember, as I am sure you do, that there is 
an essential facility for all of us who want to compete in telephone, 
which is the public switched network, and what the United King- 
dom did in their Portsmouth example is they gave access at com- 
petitive rates to interconnection facilities, and it is that kind of en- 
couragement that is necessary. 

I also listened earlier to testimony that talks about $450 billion 
to build out fiber, and again, I for one look at the whole size of the 
cable industry and the whole video marketplace as $22 billion a 
year. So, are we going after too much money here, and who is going 
to pick up the tab if it does not work? 

I think our proposal, as the cable industry, is something more 
like $20 billion in the next 5 years, and we think we get a great 
network that can compete, and then at that point it may be time 
to get rid of some of the common carrier regulations. 

Senator Pressler. Another question, S. 1086 would bar a tele- 
phone company from buying out existing cable companies in its 
own service areas unless permitted to do so hy the rural exemption. 

I understand the rationale for this provision is to preclude one 
monopoly service provider from replacing another and stimulate 
competition. However, some areas may not have the economic base 
to support two competing systems. 

Some of the small cable operators in my State who are worried 
about their economic viability under the new cable rules have com- 
plained that they will not be able to sell their systems to the most 
likely buyer, the local telephone company. 

I realize that a rural cable ownership exemption would address 
their concern in some situations. Nonetheless, there may be others 
where it does not, so the question is, Do you have any thoughts or 
concerns about this problem? 

Mr. Roberts. As I said in my testimony, we definitely feel that 
that is a very legitimate concern, and it is a daunting proposition 
given the size of the regional Bell operating companies, so it is not 
just a rural problem. 

I think that one could have a model that said the FCC has to 
protect consumers in certain markets where there is not competi- 
tion and it does not need to be as regulatory in markets where 
there is competition, but I do not think that the bill should com- 
pletely just prejudge this issue. We would suggest instead to defer 
it. 

If you have strong regulations in instances where this mieht 
occur, it addresses some of the antitrust issues you kind of alluded 



Digitized by 



Google 



91 

to. I think that rather than prejudge where all this is going in 
terms of the technologies, it would be better to leave it with a regu- 
latory agency to consider it as we go. 

Mr. Ware. Mr. Chairman, Senator, it mig^t be an area that 
should be explored as to raising the rural exemption, because as 
your comments indicated, there may be systems out in smaller 
communities, even though they are slightly above the existing rural 
exemption level, where the service would be improved and the con- 
sumers benefited by a purchase of that cable TV system bv the 
local company, particularly if their facilities are antiquated and 
need to be rebuilt. 

We have heard a lot of conversation about cable putting in fiber, 
but there are a lot of cable systems that do not have fiber and do 
not have modem facilities and are looking at replacement. 

Senator Pressler. My final question is a practical one, and I will 
take any volunteers on it. My State of South Dakota recently was 
ranked as the best place in the country to locate a credit card busi- 
ness. Would this bill make it even better, and how? 

Mr. Crowe. My State of Nebraska is the second best. We have 
got a large credit card processing facility in Omaha, and I think it 
is for many of the same reasons. Both States enjoy a strong tele- 
communications infi'astructure as a result in no small part of the 
defense buildups of previous decades. 

I think that the upgrade of the infi^astructure eliminates what 
you might think of as the tyranny of geography in business today, 
allowing businesses to relocate away firom small concentrated areas 
where employment and communications are adequate to the parts 
of the country like South Dakota that look attractive under that 
scenario. 

Mr. COE. Senator, I would like to say that we feel that the sup- 
port of the bill would indeed open up many areas across the coun- 
try that today are probably not viable locations to add credit card 
processing. If we move forward with S. 1086, I think there will be 
ample opportunity in ample locations. 

Senator Pressler. Mr. Chairman, I have some additional ques- 
tions for the record. I thank you very much. 

Senator Inouye. Gentlemen, thank you venr much. You have 
been very patient with us and we will submit nirther questions to 
you if we may. 

Our final panel for this hearing consists of the following. The 
president of the Bell Atlantic Corp., Mr. James CuUen; president 
of Lebanon Publishing Co., representing the national Newspaper 
Association, Mr. Dalton C. Wright; the president and publisher of 
the Pottsville Republican, Mr. Uzal H. Martz, representing the 
Newspaper Association of America; the president of Comptel, Mr. 
James M. Smith; and the vice president and general counsel of In- 
formation Industries Association, Mr. Steven Metalitz. 

On behalf of the committee I wish to thank you for your patience 
in waiting all these hours, but I will be here until everything is 
completed, so your testimony will be well received. May I first call 
upon Mr. Cullen? 
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STATEMENT OF JAMES G. CULLEN, PRESTOENT, BELL 
ATLANTIC CORP. 

Mr. CuLLEN. Thank jrou, Mr. Chairman. I do appreciate the op- 
portunity to be here this afternoon to testify on Innate bill 1086 
on behalf of the seven regional holding comoanies. 

First I would Uke to recognize your leaaership, that of Senator 
Danforth, and the subcommittee in addressing these extraor- 
dinarily complex telecommunications issues. 

I know it does seem like we have been debating these issues for 
at least two decades now, and probably in fact we have. Certainly 
at this point there is not much to be said that has not already been 
said before somewhere sometime. And the frustration led earlier 
this morning to Senator Breaux observinc^ that perhaps we should 
just let everyone into everything, and perhaps that is a worthwhile 
objective althou&;h I think we do need to recognize that competition 
inevitably will drive prices to costs, and that has serious implica- 
tions. 

However, I do think it is fair to say that everyone here today 
would agree with the primary goals of S. 1086 — ^to promote real in- 
frastructure development, to permit fair competition, and to protect 
thepublic interest. 

The problem here from an RBOC perspective is that the bill as 
written fails to promote all of these goals. In fact, in many ways 
it discourages them, and that is why we oppose the bill. 

However, I do want to say and be very clear that I am not here 
today to speak against increased competition in telecommuni- 
cations. Clearly, our industry is moving very rapidly toward full 
competition in all aspects of the business. We see it every day and 
we see it in particular in the profitable parts of our business. 

I am here, though, to address the important poUcy issues based 
on the facts of our industry and not the myths. One myth that I 
do see reflected in this bill is that the local exchange ccurriers are 
not investing enough in the telecommunications infrastructure, and 
that investment somehow needs to be jump started by injecting 
competition into the local exchange business. 

In fact, the local carriers are investing in a variety of new tech- 
nologies — ^investing more, in fact, that anyone else the industry. 
Since divestiture, for example, the regional companies have de- 
ployed roughly twice as much fiber optic cable as tne lone^ distance 
carriers. Bell Atlantic alone has deployed almost as mucn fiber as 
AT&T even though AT&T is three times as large. 

There is a second myth that I see reflected in the bill and that 
is that AT&T, MCI, Sprint, McCaw, and the cable companies all 
need to be protected from competition by the local exchange compa- 
nies. As this subcommittee knows and as your bill recognizes, the 
cable companies have no competition and customers have been 
clamoring for it for years. To think that any of these billion dollar 
companies, cable or long distance, need any added protection from 
local exchange companies is ludicrous. 

When it comes to entry into the long distance business one con- 
tention we sometimes hear, and in fact heard earlier today, is that 
the regional companies can somehow discriminate against unaffili- 
ated long distance carriers. Among other things, this contention to- 
tally ignores the FCC-mandated carrier selection process put in 
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place at great expense in the 1980's which absolutely guards 
against any form of discrimination. Every lUBOC customer, every 
customer, is free to select his or her long distance carrier, and no 
RBOC has any way to interfere with that selection. 

And despite the barrage of expensive TV advertisements, there 
really in fact is precious little price competition in the long distance 
market. In fact, over the last 3 years averac^e prices of the three 
major long distance carriers have gone up while their costs of ac- 
cess supplied by the local exchange carriers, a very big part of their 
total costs, have gone down. 

As you can see in the Merrill Lynch report, which is attached to 
my written testimony, just 2 weeks ago the local exchange carriers 
reduced their access charges to AT&T by $250 million and AT&T 
passed along none of this reduction to its customers. In fact, as the 
Merrill Lynch report happily points out, this is another sign of 
oligapolistic tendencies in the long distance market. 

It is ironic that less than a week ago our President flew 6,000 
miles to Japan, urging policymakers there to open up markets to 
U.S. companies, while here m Washington, DC, my company. Bell 
Atlantic, is still trying to open up important American markets in 
long distance, in manufacturing, and in video services. 

By the way, these markets are open to telephone companies so 
lone as the telephone companies are foreign owned. British Telcom 
and Cable & Wireless, for example, are completely free to provide 
all these services in Washington, DC today with no restrictions. 

The RBOC's should be permitted to provide not only long dis- 
tance services but also video services and, of course, the manufac- 
ture of telecommunications equipment as approved overwhelmingly 
by the Senate in its passage of Chairman Rollings' bill last year. 

What the RBOC's are talking about here are real investments in 
new technology, in new services, American jobs, and at no cost to 
the taxpayers. And we simply want to do it right here at home. 

Thank you very much for the opportunity to appear here, Mr. 
Chairman. 

[The prepared statement of Mr. Cullen follows:] 

Prepared Statement of James G. Cullen 

Good morning. Mr. Chairman and members of the subcommittee, my name i$ 
James G. Cullen, and I am the President of Bell Atlantic Corporation. I am pleased 
to have the opportunity to testify on Senate Bill 1086 on behalf of the seven Re- 
gional Holding CompaniesCWICs''). I also want to recognize the leadership and ef- 
forts of Senators Inouye and Danforth in addressing these complex issues. 

Tlie principal purpose of S. 1086 seems to be to stimulate infrastructure develop- 
roent—^ laudable goal because it holds the promise of improving our lives in the 
information a^; improving global comoetitiveness; and creating Jocm. Infrastructure 
development involves upgrading our distribution networks with fiber optic cables 
and other new tedinologies to carry more information; deploying digital switches to 
route traffic quickly ana enhance transmission quality; and developing software sys- 
tems to provide new services and service capabihties. 

As drafted the RHCs oppose S. 1086, not because we oppose local competition but 
because it fails to croate the equitable competitive opportunities and roffulatory par- 
ity needed to encourage further infrastructuro investment from the RHCs. While we 
rooognize that our industry is moving toward full competition in all aspects of the 
business, the acceleration of that competition should be done in a more even handed 

llie purpose of my testimony is two-fold. First, I want to make suro that this sub- 
committee separates the widely held myths about the local telephone companies 
from the facts. An understanding of the real facts will enable the subcommittee to 
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better assess what steps are really needed to encourage infrastructure investment. 
Second, I want to describe how S. 1086 can be inq>roved to stimulate even more in- 
frastructure development while not destroying the incentives that already exist for 
the RHCs to invest in the netwoik. 

I. THE RHCS ARE INVESTING FAR MORE IN INFRASTRUCTURE THAN THE LONG DISTANCE 

CARRIERS ARE 

The first myth whidi S. 1086 reflects is the assumption that infirastructure invest- 
ment by the KHCs lags behind investment in the infrastructure made by long dis- 
tance companies, and that this lag is due primarily to competition in the long dis- 
tance manet. Tne plain facts, however, are that tbe RHCs already have deployed 
more fiber and made more infrastructure investment than all the long distance car- 
riers combined. 

For example, according to a recent FCC report, T'lber Deployment Update-End 
of Year 1992," the regional RHCs had deployed 4.9 million fiber miles by the end 
of 1992 — ^roughly twice as mudi as the interexchange carriers, even thou^ the an- 
nual revenues of the RHCs and the long distance carriers are approximatdv the 
same. Bell Atlantic's fiber deployment, for example, is roughly the same as AT&Ts, 
even though AT&T is three times as large as Bell Atlantic. 

Moreover, while the interexchange carriers' fiber optic investment has leveled off 
to a mere 3 percent growth in fiber miles per year, the RHCs' fiber investment con- 
tinues at a healthy 25 percent growth per year. Also, the RHCs have recently an- 
nounced in a White House visit their willingness to invest up to $125 billion in the 
infrastructure by the year 2000. 

As I mentioned earlier, infrastructure development means more than just fiber 
optic deployment. The RHCs are also moving rapidly to replace old switches wi^ 
digital ones that can process more information more quickly. In the past three 
years, the RHCs, have invested nearly $10 billion in digital switching capabilities. 
In addition, significant investments have been made to further upgrade our switches 
with a new network arrangement called 557 that speeds call delivery and provides 
easy access to information services. 

In sum, the myth that the RHCs are lagging behind the long distance carriers 
is wrong. The plain facts are that the RHCs far outspend the long distance carriers 
on infrastructure development. 

n. S. 1086 WILL UNDERCUT INCENTIVES TO INVEST IN INFRASTRUCTURE BECAUSE IT 
INCREASES THE laics' RISK WITHOUT ALSO INCREASING THEIR OPPORTUNITIES 

The second myth I want to address is the notion that even-handed regulation will 
not worit and that, therefore, the RHCs must be subject to mauricet exclusions and 
other onerous restrictions in order to stimulate fair competition for new entrants 
and accelerate infrastructure development. These new competitors are not "mom 
and pop" carriers. Instead, the primary beneficiaries of the bill's entry provisions are 
larae, well-entrenched carriers, sudi as AT&T, and large cable companies, sudi as 
TCI, Time-Warner, and Cox Cable, as well as foreign carriers such as British 
Telecom and Cable & Wireless. Given the financial resources of these types of com- 
petitors, there is no reason to impose new burdens that apply only to the RHCs. 
for example, the bill gives the RHCs verv limited lonff distance relief, despite l^e 
fact that the long distance maricet already is supposed to be competitive. As a re- 
sult, the RHCs will only be able to provide local service, but our competitors will 
be a^le to provide both local and lonff distance service. 

Second, the bill places substantifu restrictions on telephone company entiy into 
cable and electronic publishing, but places no restrictions on entry by cable or other 
electronic publishers into the Ccal telei^one business. 

Third, tne bill imposes substantial requirements on the RHCs to open up their 
networks so that other carriers can connect to them, but neglects to impose com- 
parable burdens on cable companies or on the dominant long distance carrier, 
AT&T. 

There is no justification for these kinds of one-sided burdens and restrictions. If 
cable companies, which Congress has found to be unregulated monopolies, and dom- 
inant long distance carriers like AT&T are free to enter the local telephone busi- 
ness, then the RHCs should be free to enter the long distance and cable businesses 
on the same terms. 

It is very important to recognize that today there is a system in place for cus- 
tomers to choose a long distance carrier. That system has worited well in the past 
and will vrork just as well if the RHCs are allowed to be another provider that cus- 
tomers can select as their long distance carrier. Since the RHCs will enter the long 
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diBtance maricet with zero maiket share, there is no possibility at all that they oould 
hurt competition in this maricet. 

The RHCs have been doing their part to modernize the nation's telecommuni- 
cations infrastructure. But they cannot be expected to continue much less increase 
those effbiis in the face of legislation like S. 1086 that increases their risk by sin- 
gling them out for special burdens and obligations. In creating competitive opportu- 
nities for the long mstance carriers to compete in the local maikets, the bill must 
address both the new opportunities for RHCs in the long distance maiket, as well 
as the regulatory obligations that should apply to long distance carriers in the local 
maiket. 

ni. S. 1066 IS ALSO BASED ON THE ERRONEOUS ASSUMPTION THAT LONG DISTANCE 
COMPETITION HAS REDUCED ORDINARY LONG DISFANCE RATES 

The third myth in S. 1086 is that it clearW assumes that long distance competi- 
tion and investment in fiber has lowered orcunaiv long distance rates. I know that 
you sometimes hear that competition has reduced long distance rates by 40 percent 
or more. The fact is that, while competition probably has roduced rates for the larg- 
est business customers who buy customized network solutions, the reduction in ordi- 
nary long distance rates is moro than accounted for by reductions in the rates that 
RHCs charge to long distance carriers for the local links used to complete long dis- 
tance calls. The FCC has noted, for example, that: 

[TJhe single force most responsible for driving down long distance rates over 
the last several years has been the reduction of access (£aiges long distance 
conipanies pay to local exchange carriers. — ^Polic^ and Rules Concerning Rates 
for Dominant Carriers, 4 F.C.C. Red 2873, 3054 (1989) 
Not only have our access rate reductions accounted for the reductions long dis- 
tance rates, but long distance carriers have failed to pass all of these reductions 
throu^ to consumera. as one would expect in a truly competitive maritet. For exam- 
ple, since 1984 AT&T's annual access charges have been reduced by approximately 
$10 billion. AT&T's annual rates to its own customers, however, have been reduced 
by only $8 billion. The remaining $2 billion has remained with AT&T. This means 
that despite our success in cutting costs and reducing prices, the consumer does not 
get the benefit of those reductions. Instead, AT&T's shareholders get the benefit of 
toose dollars to the tune of $2 billion annually. 

This lack of price competition in the long distanoe market has not sone unnoticed 
by industry analysts. Attachment A to my testimony contains a Merrill Lynch reoort 
noting that, in uie most recent round of rate filings at the FCC. althou^ AT&T 
received access chaige reductions of $250 million, it raised some or its long distance 
rates and made no rate reductions whatsoever. Also, Attachment B shows the lack 
of genuine price competition in the face of access charge reductions. 

IV. WHAT CONGRESS CAN DO 

It is clear that if we look at the facts and not the myths, in many states there 
are already incentives in place to promote infrastructure development. The chal- 
lenge then becomes how oo we encourage additional infrastructure development 
that will mean new jobs and will lead to tne development of new technology, while 
at the same time ensuring fair competition. To meet this challenge, we recommend: 

• Remove the long distance restriction in its entirety. 

Both the Department of Justice and AT&T agreed at divestiture that the lon^ dis- 
tance restriction should be removed when long distance carriers were permittea into 
the local exchange market. If this bill permits long distance carriers to compete in 
the local maricet, fair competition demands that the RHCs be able to compete in the 
long distance market. 

In addition to the obvious fairness of such an approach, there are other reasons 
to let the RHCs into the long distance market. Tne long distance restriction both 
limits our ability to provide modem networks that meet customer needs and im- 
poses unnecessary costs on consumers. There were supposed to be several processes 
for reconsidering these restrictions, but these processes have broken down entirely. 
There has been only one of the promised three-year reviews of competition in the 
in<faistry despite the fact that divestiture occurrea nearly ten years ago. Even minor 
waivera of the restriction can entail years of delay. 

Lf the RHCs are permitted into the long distance market, we will make it easier 
for consumers, especiaUy residential customers, to deal with the increasingly com- 
plex long distance marketplace. For example, long distance relief would give us the 
ability to provide software services to help consumers select the long distance serv- 
ices to meet their individual needs. Today, long distance companies ofier a wide va- 
riety of prices and service options— different rates for calls to different places, dif- 
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ferent rates on different days of the week or at different hours of the day. Maybe 
you've seen the Sprint commercial featurins Candice Bergen comparing long dis- 
tance rate plans to the blueprints for a nuclear submarine. As a practical matter, 
it is difficult for an ordinaiy consumer to figure out whidi carrier and service, or 
combination of carriers and services, is the best and the cheapest for his or her indi- 
vidual needs. Long distance relief would permit customers to choose from the var- 
ious long distance companies to find the best combination of services. Instead of 
being '^odced in" to a single long distance carrier, consumers would automatically 
be able to take advantage of the best prices the competitors have to offer. 

In sum, long distance relief would permit us to offer a wider range of services at 
lower prices to meet the needs of the customer. Long distance relief would give us 
the opportunit;^ to offer additional services to our customers in our resions — ^the 
same opportunities now available to foreign carriers, such as British Telecom and 
Cable & Wireless, who are now operating in our territories. 

• Remove the video programming restriction immediately. 

The 1984 Cable Act oans the RhCs fiiom providing video programming to their 
hometown customers. In 1990, this committee urged the FCC to consider whether 
this restriction i^ould be retained. The FCC, after developing an exhaustive admin- 
istrative record, recommended that the ban be repealed. The FCC stands by this 
recommendation, even after Congress passed the 1992 Cable Act. 

The cable relief provided for in S. 1086 is several years away because it is contin- 
gent on several time-consuming, bureaucratic requirements. This restriction should 
be removed in its entirety immediately. 

• Remove the manufacturing restriction. 

Two years ago the Senate voted by a more than two-thirds m«ority to remove 
the manufacturing restriction. Surprisingly, this bill does not include that relief. 
The manufacturing restriction ties up the financial resources of seven of the nation's 
laigest 35 corporations and severely limits the activities at Bellcore, one of the 
world's premiere telecommunications researdi and development organizations. 

The manufacturing restriction is an absolute bar to job creation. While companies 
with 60 percent of uie telecommunications industiys assets watch fiiom the side- 
lines, over 60,000 American manufacturing jobs have been eliminated and replaced 
with 20,000 foreign manufacturing jobs. As a result, the restriction necessarily sbws 
the development of new telecommunications products and services and also puts 
this country at a severe competitive disadvant«qge with our foreign competitors, none 
of whom handicap their telephone companies as this country does. This committee 
should again vote to eliminate this restriction. 

• Ensure consistent regulatory and universal service obligations on all providers 
of local exchange seivice. 

Although the bill is very clear about the need to remove barriers to entry into the 
local telephone market, it is silent on the need to ensure that all providers of local 
seivice are subject to consistent regulatory obligations, whether that means or less 
regulation. For example, the RHCs are obhged to serve all customers in their service 
areas, no matter how expensive it is. A similar universal service obligation should 
extend to all local service providers. Otherwise, the new entrants will take the most 
lucrative business and the leave the hi^ cost, low revenue customers to be served 
by the provider of last resort-usually the RHCs. Similarly, all local service providers 
should oe required to provide operator services, 911 services, and equal access to 
all telecommunications providers. These are essential services that local customers 
emoy today and have a ridit to expect tomorrow from all providers. 

Finally, all providers otlocal exoiange services should be required to support uni- 
versal service at affordable rates. This obligation should not be left entirety to the 
existing local exchange carriers. 

CONCLUSION 

Contrary to many of the myths that exist in our industry, the facts clearly show 
that: 

1. The RHCs are already making substantial investments in the nation's tele- 
communications infrastructure, outspending the long distance carriers by a two-to- 
one margin; 

2. That imposing one-sided burdens on the RHCs will lead to less infitutructure 
development and not more; 

3. Fair competition requires that all providers have the same access and obliga- 
tions in the same markets; 

4. The MFJ long distance and manufacturing restrictions that hamper further the 
RHCs' ability to compete, reduce consumers' costs, and provide new U J3. manufac- 
turing jobs should be eliminated; and 
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5. The video programming restriction imposed by the 1984 Act should be elimi- 
nated. 

Thank you again for this opportunity to appear before this subcommittee and I 
will be available to answer any questions you may have. 



[Attachment A — ^Merrill Lynch Telecom Services may be found in the conunittee's 
fQes.] 
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Senator Inouye. Thank you very much, Mr. Cullen. Mr. Wright. 

STATEMENT OF DALTON C. WRIGHT, PRESIDENT, LEBANON 
PUBUSmNG CO^ REPRESENTING THE NATIONAL NEWS- 
PAPER ASSOCIATION 

Mr. Wright. Mr. Chairman, my name is Dalton Wright. I am 
from Missouri. I am the president of Lebanon PubUshing Co., and 
pubUsher of a small daily newspaper, the Lebanon Daily Record. 

I serve on the board of directors of the National Newspaper Asso- 
ciation. I am also, Mr. Chairman, a member of the Missouri Press 
Association, which has endorsed my comments today, so I will 
speaking on their behalf as well. 

Two distinguished members of the National Newspaper Associa- 
tion in the room today are Chairman Frank Garred, publisher of 
the Jefferson County Leader of Port Townsend in the State of 
Washington, as well as Jack Fishman, chairman of the Govern- 
ment Relations Committee, President df Ladteway Publishers Inc., 
Morristown, TN, and Publisher of the Citizen Tribune in Morris- 
town. 
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I am going to depart, Mr. Chairman, from my prepared text I 
have taken some notes this morning and I am going to tiy to be 
more brief and possibly more to the point 

First, I think that Mr. Chairman and Senator. Danforth have pro- 
duced a very fine bill, one that would move our Nation closer to the 
dream of a national telecommunications infrastructure. It will 
bring great benefit to us all. 

Second, it does pain me personally that the National Newspaper 
Association and its 4,600 members cannot support the bill at the 
present time because of the lack of protection for small information 
providers, including both newspapers and broadcasters. This pro- 
tection we seek will ensure that tney can in fact stay on the infor- 
mation highway, and can stay and maintain a viable part of the 
communities they serve. 

Third, I am extremely proud that Senator Danforth is an archi- 
tect of tliis legislation. We in Missouri, and I personally, know him 
to be a man of great integrity and great ability, and I am confident 
that with his help we can resolve our concerns. 

Fourth, I would like to thank Senator Bums. He is showing ^at 
courage in picking up the cause for small information providers 
and carrying it forward fearlessly. 

Fifth, I would like to point out that the protection we seek comes 
down to very simplv two issues. One, access for services or facilities 
if they are limited by technological or other means, and second, the 
guaranteed lowest rate given to any information provider regard- 
less of size. These are the only two uiings that we really seek. And 
let me just take a minute to give you a few reasons why. 

We need guaranteed access. And if you will, sir, if there is a 
screen that has a potential for 20 providers, and if the local infor- 
mation provider is not on that screen, we are effectively left out of 
the loop without a way to participate or to compete. Also, if we 
happen to be No. 21 on a screen of 20, it will be similar to what 
occurred in the airline industry, that I am sure you all are aware 
of, where computerized reservation systems ran into problems. 

Concerning rates, we are asking that if the big national informa- 
tion service providers get volume discounts, that the small local 
Erovider get the same rate so his prices are not undercut by the 
^S S^Y which, believe me, would have a very neg^ative impact on 
our ability to serve those communities that we live in. 

I know there is a lot of language, and very good language, about 
nondiscrimination, but that really is not the issue that brings me 
here today. The nondiscrimination issues will not take care of our 
msgor concerns of access and rates. 

Sixth, this is not a grab for favoritism. I know that a lot of people 
feel that may be the case, but we are not asking for anything that 
one or more of our competitors will not idready have. 

Seventh, Congress has traditionally had a concern for protecting 
small, local providers against sudden technological change, particu- 
larly in communications policy. We are asking that Congress con- 
tinue to protect localism as a central goal in its telecommunications 
policy. 

Eighth, the reason Congress has shown this concern in the past 
is that small, local information providers are not only vulnerable, 
they are also very valuable. They perform an essential consumer 
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service. Through them neighbors learn about neighbors. They learn 
to care for their neighbors. 

Without a local newspaper a community is much less a commu- 
nity. I could also say without local broadcasters a community is 
much less a community. The National Newspaper Association 
members serve more than 30 million households in thousands and 
thousands of large and small communities around the Nation. 

Ninth, what we are asking for would impose no significant bur- 
den, in that there will not be a lot of local providers clamoring for 
access. We see it more as an evolution on the local level rather 
than a revolution. Even with this protection they will be slow in 
entering the information services market. As small providers nei- 
ther the rate nor the access provision would impose any hardship 
on the telephone company, and certainly in no way cause any prob- 
lems for the large national information service providers. 

Tenth and last, I think it was Tip O'Neill that said that all poli- 
tics is local. The same could be saia for news, information, and ad- 
vertising. What we publish is local and that is what makes it im- 
Rortant to us, to our friends and neighbors, and important hope- 
illy for the Congress of the United States to protect. And I ask 
you to do that by including the Bums amendment or similar lan- 
guage in this significant and much needed telecommunications leg- 
islation. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Wright follows:] 

Prepared Statement of Dalton C. WRiGirr 

Mr. Chairman, members of the Subcommittee, my name is Dalton C. Wri^t, and 
I am oleased to be here this morning representing the National Newspaper Associa- 
tion (NNA). I am president of Lebanon Publishing Co., of Lebanon, Missouri, and 
publisher of the Lebanon Daily Record. I serve on the Board of Directors of tJie Na- 
tional Newspaper Association and I am also a member of the Missouri Press Asso- 
ciation, which joins me in this statement today. 

With me here today is Frank W. Garred, Chairman of the Board of Directors of 
the National Newspaper Association and publisher of the Pbrt Townsend Jefferson 
County Leader of Port Townsend, Washington. Also joining me is R. Jack Fishman, 
president of Lakeway Publishers Inc. and publi^er of the Citizen Tribune of Mor- 
ristown, Tennessee, who is a Director of the National Newspaper Association and 
Chairman of its Government Relations Committee. 

I would like to thank the Subcommittee for inviting us to testi^ this morning and 
for takinff the time to consider our concerns. We applaud the Subcommittee and its 
staff for being aggressive on the issue of crafting fair and competitive public policy 
that will shape this country's telecommunications infrastructure. We are extremely 
pleased to see a commitment to bringing effective competition to local telephone 
service and maintaining safeguards on the telephone monopolies until the day com- 
petition really takes root. We join others on this panel in urging this Subcommittee 
to move vigorouslv toward stronff safeguards. 

We are here today to ask the Subcommittee to do two things: 

• First, that Congress continue to include localism" as one of the central tenets 
of national telecommunications policy; and 

• Second, to give assurance that local newspapers and broadcasters, as small, 
local information providers, will receive statutorily guaranteed access to facilities or 
services and rates equal to the lowest rates that are provided to laiige, national in- 
formation providers. 

The National Newspaper Association is a national trade association representing 
more than 4,600 small community newspapers throughout the United States, in- 
cluding almost 700 dailies and nearly 4,000 weeklies. Most members are community 
newspaper publishers such as myself. Our members concentrate on the news of 
their home town — what is happening in county and town governments, school 
boards, local universities and local businesses. Our social pages cover school events 
and church festivals. Our sports pages cover high school and local college games. 
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Advertising in our i>aper8 is done bv local retailers, whose economic survival de- 
pends upon their mends and neif^bors in their own communities. Our editorial 
pa^s focus on matters of local interest. Few, if any, local bond issues, public works 
projects or local elections pass without extensive coverage hy our members. From 
engagements and births to deaths and obituaries, our news is local news. Like the 
local cleigy, we hatch 'em, match 'em and dispatch 'em. In our papers, r^ular peo- 
ple are as important as Hollywood stars. 

Small newspapers also serve a very important social role in American society, for 
our members are generally the focal points around whidi our country's communities 
build and maintain their identities and their sense of communal self; We pla^ a par- 
ticularly important role in rural areas for we are the institutions that maintain a 
sense of identity and social cohesion in rural towns and villages. When a rural town 
loses its local newspaper, the town fiiequently loses its identity, and often shrivels 
up and dies. 

When considering public policy affecting media, it is often common to CQi\]ure up 
an image of very large newspapers, television personalities and magazine publish- 
ers, but it is tremendously importemt to oonsiaer the impact of public policy unon 
thousands of members like ours. In shaping our nation's telecommunications inm- 
structure, one cannot ignore, either in the maiketplace of ideas or in the maiket- 
place of advertising, the thousands of local publications that exist throu^^ut the 
oountiy — publications that reach more than 30 million people eveiy week. 

The Inouye-Danforth bill (S. 1086) to promote a national telecommunications in- 
frastructure represents, in many ways, a positive legislative response to the rapidly 
chan^ng business and technological environment for the dissemination of informa- 
tion m our society. Yet, the proposed legislation is deficient in one crucial respect: 
it does not assure that local inlbrmation services — that is community newspapers 
and local radio and television broadcasters — will be able to serve their commumties 
by means of the new infrastructure. 

The need to preserve local information sources should be self-evident. Many of to- 
day's societal problems and their consequences — crime substance abuse, mental ill- 
ness, child nefflect, welfare dependence, to name but a few — ^have sadly become hall- 
maiks of our nigh-tech, depersonalized society, particularly in urban centers where 
truly local information services are not widely disseminated. It is difficult for most 
people to care about their communities— or their nei^bors — ^if they have no idea 
what is goinff on in their own nei^boiiioods. 

Tip OT^eilrs famous maxim that 'all politics is local politics" also applies. Where 
there is little media coverage of local government issues, there is little public aware- 
ness, low voter turnout, and unresponsive government. The success of our democ- 
racy depends on citizen involvement. In the first instance, that involvement is in 
the debates plaved out in our neighborhood communities, our town councils^ our po- 
litical parties' local caucuses, and in local petitions, referendums and imtiati^s. 
Local information services meet the need for information to spur citizen involvement 
in community events and issues. Local publishers and broadcasters should be al- 
lowed to continue to plav this important role. 

The United States today stands at the threshold of the much-discussed "informa- 
tion age," which will most likely be mariLed by the convergence of communications 
and computer technology and the replacement of the term "H^lephone service" with 
'H«lecommunications service." However, we dont know what the future of electronic 
information dissemination is goinff to be. We can see fascinating glimpses of it on 
the horizon as we read of new te^nologies and new concepts of communicating in- 
formation to the public. Nevertheless, we don't really know what lies ahead and this 
is why it is so important for Congress to provide a regulatory firamework for tele- 
communications that will insure competition and flexibility as we move to the fu- 
ture. 

The telecommunications infitutructure, on which a modem information services 
maiket depends, is transforming itself into a national market. Within that national 
maiket, the firms that have nearly unlimited access to homes and businesses, Le.. 
telephone and television cable companies, will be the dominant players. A national 
information services market, offering near-instantaneous, interactive access to vir- 
tually all sources of information, up to and including full-motion video program- 
ming, will be built upon this infrastructure. 

mformative coverage of local news and community events is sinmlv not the focus 
of national or even regional or metropolitan media outlets, nor should it be. Commu- 
nity newspapers are unique because our job is collecting information that no one 
else collects. Throu|^out the countiy community newspapers are the basic assem- 
blers and publishers of local information. Community newspapers are subsequent^ 
in a unique but very vulnerable position with respect to new telecommunications 
technologies. We are vulnerable because we're local in scope and small in size. If 
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appropriate regulatory mechanisms and policies are not in place, we can be 
squeezed out bv laiiger, nationally-based providers. 

We are ecpially vulnerable because the assumption is often made that all potential 
providers will be able to gain access to the network of the future. S. 1086 includes 
a general nondiscrimination provision that has a premise that access will be avail- 
able to all. For the foreseeable future, however, access will be limited functionally 
in a variety of ways, but primarily tedinological and financial. The large Bell oper- 
ating companies and other telephone companies with a monopoly over the local tele- 
6 hone loop will be developing and managing these electronic information networks, 
iecause the Bells control the infrastructure, local providers face threats not only 
from Bell-owned information services but from deep-pocketed private providers who 
can strike lucrative deals for low rates and prime access. 

Any legislation concerning the telecommunications infrastructure must contain 
protection for equal rates and guaranteed access for local information providers, if 
our local communities are to preserve the quality of life that community newspapers 
provide. 

The National Newspaper Association has been working to have the concept of lo- 
calism" included in telecommunications policy and we seek assurance that local 
newspapers and broadcasters, as small, local information providers, will receive 
guaranteed access to facilities or services and rates equal to the lowest rates that 
are provided to large, national information providers. The National Newspaper As- 
sociation's localism initiative is sponsored by Senator Bums, whose proposed 
amendment to S. 1086 would provide for such guarantees while placing minimal 
burdens on telecommunications carriers. 

First, there is the issue of guaranteed access. 

The proposed Bums amenoment calls for "guaranteed nondiscriminatoiy access to 
local information providers in any situation where the facilities or services are lim- 
ited by physical or technological barriers." This simply means that whenever infor- 
mation service providers are required to "oueue up, local providers will be guaran- 
teed a place in the line. To take an example that is familiar from the computerized 
airline reservation battles, a screen menu on a telephone company "gateway" system 
might have space for twenty listings on its first screen. Local information service 
providers would be guaranteed some portion of those listings. This requirement is 
no different in principle from the 1992 Cable Act's requirements for a minimum 
number of leased access channels that can be used for local programming. Without 
tliis requirement, telephone companies — ^themselves monopolies — would likely re- 
ward their best customers — and tnemselves — with the most favorable listings, just 
as some airlines were thought to have given preference to their own fli^^t listings 
in the computerized reservation systems that tney control. 

Second, there is the issue of guaranteed equal rates. 

The Bums amendment requires "that a local information service provider may be 
required to pay a nondiscriminatory rate no higher than the rate offered to any 
other information provider in the market." Without this specific provision, a tele- 
phone company could offer volume discounts to its laiigest customers while chaiging 
higher rates to smaller, local information service providers. Such discrimination 
would likely be considered "reasonable" under applicable legal precedent and would 
thus be permitted under a general nondiscrimination provision. The result could be 
devastating for a local provider. 

As one example, a regional telephone company might offer discounts based on vol- 
ume commitments to a national information service provider, enablins that provider 
to pass through its lower costs to attract subscribers. This would unaercut competi- 
tion from local information service providers, who would face higher communica- 
tions coste. Larger, non-local information service providers could thus "crowd out" 
local competition in targeted markets, such as aavertising and buying services or 
home fmancial services. 

It's important to remember that the National Newspaper Association's localism 
initiative as embodied in the Bums amendment would place minimal burdens on 
telecommunications carriers. The demand for nondiscrinunatory access and service 
rates would be limited by the small size of the geographic areas affected and the 
relatively small number of local providers in each area, which would in turn be lim- 
ited by the same market forces that limit the number of local providers today. 

Finally, adoption of the Bums amendment would foster the goals set forth in the 
Inouye-Danfoith bill's findings that "the national welfare will De enhanced if com- 
munity newspapers are provided ease of entry into the operation of information 
services disseminated through electronic means primarily to customers in the local- 
ities served by such newspapers at reasonable, nondiscriminatory rates to such 
newspapers." 
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Without protection for e^al rates and aooess, oommunity pubHahera will not be 
able to support the legislation. There is much in S. 1086 that is important and valu- 
able—the safe^ards contained in the bill significantly reduce the wility of the tele- 
I>hone companies to abuse their monopoly power— but we believe that local informa- 
tion providers dont have the protection they need to compete fairly in the expanding 
maiketplace that this bill would encourage. 

We ur|pe the Subcommittee to work toward ensuring that this nation's smaU rural 
commumties have an advanced, accessible and affordable information infirastruc- 
ture, and that community newspapers — and other local information providers — ^re- 
ceive this statutory apsurance ana protection so they wiU not be prevented finm 
playing an important role in our nation's new information hi^ways. 

Senator Inouye. Thank you very much, Mr. Wright Mr. Martz. 

STATEMENT OF UZAL H. MARTZ, tllL, PRESTOENT AND PUB- 
USHER, POTTSVILLE REPUBLICAN, ON BEHALF OF THE 
NEWSPAPER ASSOCIATION OF AMERICA 

Mr. Martz. Mr. Chairman and members of Uie subcommittee, 
my name is Uzal Martz. I am president and publisher of the Re- 

Eublican in Pottsville, PA. I appreciate the opportunity to appear 
efore you today to present the views of the Newspaper Association 
of America, NAA, on S. 1086. I am secretary and a member of the 
NAA board of governors. 

NAA represents approximately 1,250 newspapers in the United 
States and Canada. The majority are daily newspapers that ac- 
count for more than 80 percent of the daily circulation in the Unit- 
ed States. 

In the interest of time I would just like to summarize my written 
statement by starting out first and foremost to commend the chair- 
man and Senator Danforth on the clear focus in S. 1086 on preserv- 
ing and promoting the diversity and competition that has devel- 
oped in the information services marketplace, and in the means of 
delivering these services. 

Both of these are essential if the United States is to continue to 
lead the world into the Information Age, and consistent with this 
goal NAA has reviewed S. 1086 and finds much in ttie bill to com- 
mend. 

There are three major points that I would like to make which are 
elaborated on in my statement. First and foremost, American news- 
papers have a special stake in the development of a vibrant tele- 
communications infrastructure as envisioned in this bill. For 300 
years a free press has been central to the political, economic, and 
social life of this country. Telecommunications technology from 
computers to satellites have enabled newspapers to gather and dis- 
seminate news more effectively, with greater responsiveness to our 
readers, and will help ensure that this tradition will continue into 
the next century. 

For more than two decades, newspapers have been very active 
participants in the development of electronic information services. 
Today Hundreds of newspapers, from large and small dailies, met- 
ropolitan areas, small communities provide a eprowine menu of 
services. And we have listed in this directory £ul of the services 
that are presently being provided by U.S. newspapers. 

More tnan 500 newspapers offer more than one information serv- 
ice on stock quotes, time, temperature, weather, news, homework 
hot lines, electronic classifieds, and minimovie reviews; 400 news- 
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papers offer 900 information based services; and 140 provide full, 
on-line access to full-text data bases of their newspapers. 

My own ne\srspaper in Pottsville, PA, which has a circulation of 
30,000 offers our community 295 different information categories in 
our audiotext system. This service is advertiser supported, and firee 
to the caller. 

There are 24,000 other entities who provide information services 
today in one form or another on everything imaginable, which 
makes the United State today a world leader in the information 
services marketplace with more than half of the information data 
bases available, and provides a positive international trade bal- 
ance. 

The second point I would like to make is that NAA strongly sup- 

f>orts S. 1086 s commitment to fostering competition in tne local 
oop. A competitive local exchange marketplace is the best safe- 
guard against anticompetitive abuses by local telephone companies. 
The ability of both information providers and information seekers 
to choose from alternate transmission facilities will enable both to 
enjoy the fruits of competition of many suppliers competing on 
price and quality. 

There is no doubt that the RBOC's continue to exercise monopoly 
control over the local telephone facilities that competing electronic 
publishers must use to reach their customers. Absent an entry test, 
which is based upon evidence of competition, strong safeguards are 
essential to ensure that safe transition that we have been hearing 
about today from the monopoly telecommunications facilities to 
trulv competitive ones. 

The third point is that NAA is pleased that S. 1086 includes a 
strong starting point in this transition from where we are today in 
the provision of electronic publishine services by the RBOC's, in re- 
quiring separate subsidiaries, mandating arm's-length dealings be- 
tween the RBOC's and their subsidiaries, requiring cost allocation 
and other provisions. 

We believe that these safegpuards should be strengthened. And I 
dare say your bill, S. 2112, is a legend in its own time and set 
standards that we feel should be considered for incorporation into 
S. 1086. 

As you may know, representatives of NAA and the RBOC's have 
been meeting for several months now in an effort to reach agree- 
ment on a package of safeguards to help prevent competitive 
abuses by the RBOC's when they enter information services. These 
talks are ongoing and have not produced a result yet, so I cannot 
comment on the substance of the talks. Nevertheless, I am hopeful 
that at some point they will make a positive contribution to your 
efforts to protect consumers and enhance competition in the infor- 
mation services market. 

Mr. Chairman, every newspaper large and small, and we fully 
support the concerns that the National Newspaper Association has 

{'ust voiced, recognizes and appreciates your untiring efforts on be- 
lalf of free competition and information services. We look forward 
to working with members of the committee and the staff in helping 
to ensure that this exciting time of diversity of information and 
new infrastructures comes to fruition. 
Thank you. 
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[The prepared statement of Mr. Martz follows:] 

Prepared Statement of Uzal H. Mabtz, Jr. 

Mr. Chairman and members of the subcommittee, my name is Uzal Biartz, and 
I am President and Publisher of the Republican in Pbttsville, Penn^lvania. I appre- 
ciate the opportunity to appear before you today to present the views of the News- 
paper Association of America ('TIAA'O on S. 1086, the Telecommunications Infira- 
structure Act of 1993. I am Secretary and a member of the NAA Board of Gov- 
ernors. 

The Newspaper Association of America represents approximately 1,250 news- 
papers in the U JS. and Canada. The majority are daily newspapers that account for 
more than 80 percent of the daily circulation in the U.S. 

America's newspapers have a special stake in the development of a vibrant tele- 
communications infrastructure. For three hundred years, a tree press has bem 
central to the political, economic, and social life of this country. That tradition nmst, 
and will, continue into the next century. Telecommunications technology from com- 
puters to satellites has enabled the newspaper industry to gather anadisseminate 
news more elTiciently and with a ^ater responsiveness to our readers. 

The rise of electronic information services also provides us with a wide range of 
new business opportunities. For more than two decades, we have been active partici- 
pants in the development of these services. Today, hundreds of newspapers, from 
laiige metropolitan dailies to those serving small communities, provide a growing 
menu of information services. For example, more than 500 newspapers nob offer at 
least one voice information service, providing information ranging m>m stock quotes 
and weather reports to homework hotlines and brief recordings by musicians per- 
forming in local concerts. Many newspapers offer electronic classified ads, mini- 
movie reviews, and a variety of other services. At least 400 newspapers are offering 
900-number information services. More than 140 newspapers provide on-line access 
•to full-text databases of their newspapers. 

Our newspaper in Pbttsville, for example, which has a circulation of 30,000, offers 
our community 295 different information categories in our audiotext service. Tlie 
service is advertiser-supported and free to the caller. 

In addition to newspapers, no less than 24,000 other entities provide information 
services today. These services offer everything fi!t>m complex legal libraries to re- 

Sorts on local surfing conditions, and are run by cable companies, broadcasters, 
atabase services, and start-up entrepreneurs. The information services industiy in 
the U.S. has flourished, making us a world leader in the information services mar- 
ketplace. This industry produces more than half of all databases available world- 
wide and emoys a positive international trade balance. 

If the U JS. is to continue to lead the world into the "information age," we must 
preserve and promote the diversity and competition that has developedin the infor- 
mation services marketplace and in the means available for delivering those serv- 
ices. Consistent with this goal, NAA has reviewed S. 1086 and finds mudi in the 
bill to commend. 

First, NAA is pleased that the bill includes safeguards to govern the provision of 
information services by the Regional Bell Operating Companies C^BOCs^. Unfet- 
tered participation by the RBOCs in electronicpublishing, whidi has been author- 
ized by recent court decisions repealing the MFJ's information services restriction 
and by recent FCC decisions, will harm competition, information diversity, and con- 
sumers. 

There is no doubt that the RBOCs continue to exercise monopoly control over the 
local telephone facilities that competing electronic publishers must use to reach 
their customers. The RBOCs' control over the sole means of distribution for competi- 
tors gives them the abilitv and the incentive to undermine competition in the infor- 
mation services marketplace, if they choose to do so. They could favor their own 
services by denying or impeding access to the network by others, or they could use 
revenues from telephone rate payers to subsidize their entry into information serv- 
ices. 

Because the RBOCs retain monopoly control over essential local telephone lines 
and the ability and incentive to abuse this power, legislation imposing tou^ and 
effective safeguards on RBOC participation in electronic publishing is urgently need- 
ed to preserve diversi^ and promote competition in tho information services mar- 
ketplace. S. 1086 provides a strong starting point by permitting the RBOCs to pro- 
vide information services only throu|^ separate suDsidiaries; mandating arm's- 
length dealings between the RBOC and its subsidiai^ requiring the establishment 
of a cost allocation system to prevent cross-subsidization; and imposing certain other 
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regulatory safeguards. NAA believes that these safeguards should be strengthened, 
and we look forward to working with the Subcommittee to imnrove them. 

As you may know, representatives of the NAA and the RBOCs have been meeting 
for several months now in an effect to reach agreement on a package of safeguards 
to help prevent anticompetitive abuses by the RBOCs when tney enter information 
services. These talks are ongoinff and have not produced a result as yet. so I cannot 
conunent on the substance of the talks. Neveitheless, I am hopeful that at some 
point they will make a positive contribution to your efforts to protect consumers and 
enhance competition in the infoimation services maiketplace. 

Finally, let me make it clear that NAA supports fully the efforts of NNA and com- 
munity newspapers to achieve the goals they nave described todav. 

In addition to supporting the bilTs inclusion of safeguards, NAA also strongly sup- 
ports S. 1086's commitment to fostering competition in the local loop. In many ways, 
a competitive local exchange marketplace is the best safeguard asainst anticompeti- 
tive abuses by local telephone companies. Best of all. witJi the abuity to dioose nnom 
alternate local transmission facilities, electronic publishers will be able to ei\joy the 
fruits of competition — that is, many suppliers competing on price and quality. 

As you know, Mr. Chairman, we have long supported policies to encourase local 
loop competition. S. 2112, the bill you introduced in the last Congress ana which 
we strongly endorsed, recognized the critical nexus between ^wth of local competi- 
tion and mformation diversity. An infrastructure comprising a "network of net- 
works," rather than one that relies on a single provider or a particular technology, 
will encourage innovation and offers the best opportuni^ for tnousands of laige ana 
small businesses to provide the widest possible range of'^electronic information serv- 
ices. We are encouraged by the growing evidence in the marketplace that such an 
infrastructure is not only desirable, but technically and econonucally feasible. We 
welcome these developments. 

We must caution, however, that the potential for local competition is not the same 
thing as competition itself. The removal of legal and regulatory barriers will open 
the way for the development of competition, and we are hopeml that competition 
will develop swiftly. As this Subcommittee well knows, however, predictions of Hm 
rapid growth of competition in any pven sector of the telecommunications industiy 
often prove optimistic. Until there is effective competition in the local exchange — 
and the bottleneck controlled by the RBOCs is broken— the need for meaningful, ef- 
fective safeguards remains. 

Mr. Chairman, eveiy newspaper, laige and small, recognizes and appreciates your 
untiring efforts on behalf of^fair competition in information services. We lodL for- 
ward to woridng with you and your staff in this exciting time to fashion a 
teleconunications infrastructure policy that ensures a future orinformation diversity 
and competitive choices for the American public. 

Thank you. 

Senator Inouye. Thank you very much, Mr. Martz. Mr. Smith. 
STATEMENT OF JAMES M. SMITH, PKESmENT, COMPTEL 

Mr. Smith. Thank you, Senator Inouye. I have a prepared state- 
ment for the record and I would be happy to answer questions on 
it, and in fact I would ask leave to supplement that statement be- 
fore the hearing record closes, but allow me to settle for four or five 
kev points. 

My name is James M. Smith. I am president of CompTel, the 
Competitive Telecommunications Association. We are the national 
industry association for over 120 small- and medium-sized long dis- 
tance carriers and their suppliers, and I am happy to have the op- 
Sortunihr today to testify on oehalf of the Nation's long distance in- 
ustry. Mr. Cullen devoted most of his statement to long distance 
entrjr, and I will do the same. 

Point 1 is that S. 1086 is close to being an excellent bill, indeed, 
a visionary bill, because it will do several important things. It 
would help induce meaningful local competition where today there 
is none. 

This is a chart generated by AT&T which shows that 99.86 per- 
cent of its 1992 local access payments went to the monopoly local 
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exchange carriers. That leaves fourteen (me-hundredths of 1 per- 
cent of its access payments to all competitive access providers com- 
bined. 

Competition in the local loop would bring greater local infrastruc- 
ture development, which has not happened yet to the extent that 
it should in the local exchange as it nas happened in the long dis- 
tance industry under Uie spur of competition. 

Since the jrear after divestiture, 1985, AT&T, MCI, Sprint, the 
NTN Consortium of CompTel companies and many others have laid 
over 2.4 million miles of nber in this Nation. 

Mr. CuUen says that the local exchange carriers have built more 
fiber. Of course that is correct because of the intensity of the local 
networks, as opposed to the lone distance networks, and because 
there is a difference between a fiber that is operational and a fiber 
that is not, or is unlit 

There is no greater spur to modernizing a network than to risk 
that a competitor will beat you to it. That happened— exactly that 
happened in the long distance industry in the late 1980's. It should 
be required to happen in the local loop as well. Local competition 
and local infrastructure development go hand-in-hand. 

Point 2 — but the bill gets badly mixed up and in fact I think cor- 
rupted by including MFJ long distance restriction relief for RBOCs 
in several sections of the bill. That would be extremely counter- 
productive to the purposes of the bill and harmfiil to the competi- 
tive long distance industry for two reasons. 

One is that it would incent and encourage the local exchange car- 
riers, and particularly the lUBOC's, to concentrate tiieir investment 
not on local infrastructure development but on the development of 
RBOC lone distance networks, which would be, as I have said, ba- 
sically useless since the long distance infrastructure, the lon^ dis- 
tance digital information superhighway, is already in place. What 
is needed is the on-and-off ramps, the local first mile and last mile, 
to complement that long distance infrastructure. 

Second, long distance entry that is contemplated in the bill 
seems to be rather narrow. But Mr. Cullen obviously is espousing 
a complete lonp^ distance entry, and the Bell companies are espous- 
ing that in their lobbying efforts as well. That would cause ^evous 
harm in an industry that has been tlie paragon of competition in 
the last 10 years. 

It is not true that long distance rates on the whole have gone up 
in the last couple of years. They have continued to c;o down, and 
studies by USA Today and TRAC have testified to that. Since di- 
vestiture long distance prices have gone down over 40 percent in 
absolute terms, and in CPI terms effectively 53 percent over the 
last 10 years. 

There are now 400 long distance carriers in the Nation. And, as 
I said, there are 2.4 million fiber miles in the long distance net- 
works, all the result of competition and because of the successful 
public policy that this Congress and the courts exercised in early 
and mid 1980's. 

The Bell System was broken up because of discrimination and 
cross-subsidization concerns. It was proven that the Bell compa- 
nies, when they were the unified Bell System of long distance and 
local exchange, discriminated against would-be long distance com- 
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{^etitors and did not allow competition to take root in that market, 
t would happen again. A GAO report released just early this year 
concluded that the FX3C's efforts to control cross-subsidization have 
not succeeded and cannot succeed. 

Point 3: Do the Bells need interexchange entry? I think the an- 
swer is absolutely not. As I have shown, they control 99.9 percent 
of access dollars, 99.75 percent of total local exchange revenues. 
They have record revenues and profits. Indeed, Bell Atlantic re- 
cently reported record first quarter revenues of $4.6 billion and 
record profit of $414 million. That is in the first quarter of 1993, 
3 months in a slugeish economy. 

Next, they are already in the long distance business to an aston- 
ishing but really unappreciated extent— 45 cents of every long dis- 
tance dollar goes to local exchange carriers in the form of access 
gayments. When you include short-haul long distance, which the 
•ells provide — ^intra-LATA toll — ^the percentoge of long distance 
dollars that are enjoved by the local exchange carriers is 54 percent 
of all long distance dollars. 

Their record on iobs has been dismal. Tens of thousands of jobs 
have been lost in the United States at the hands of the RBOC^ at 
the same time that they have spent $11.3 billion overseas for over- 
seas investments in 1990 through 1992 alone. Meanwhile, local 
rates have eone up as long distance rates have gone down. 

Point 4: So, what you have here, Mr. Chairman, is the Bell com- 
panies' failure to modernize their local infrastructure adequately, 
and asking for new benefits in return for doing it now, and those 
new benefits would divert their investment and their resources 
fi'om the job of develoDine local infrastructure. It is not only like 
the proverbial child who kills his parents and then begs for the 
mercy of the court as an orphan, it goes fiirther and applies to the 
court for orphan's benefits. 

This may sound harsh, but let me be clear, the Bell companies 
provide good local telephone service, but they have a duty and a 
responsibility while they are still monopolies, and while they do 
enjoy 99 percent. 99.9 percent of the marketplace, to modernize 
their networks. Tney have not sufficiently, so clearly you need local 
competition to spur them to do it. 

The Bells should come back when they have done their duty to 
modernize their infrastructure and there is true local competition 
in the local loop, and then should apply for abolition of the 
interexchange restriction. 

Until then, to paraphrase Admiral Stockdale during the Vice 
Presidential debate, why are we here? The long distance restriction 
really should not be on this table. The USTA representative a few 
minutes ac;o declined your invitation to even speak to that restric- 
tion, and I do not think it should be on the table just in a back- 
door way. MFJ relief has no place in a network infrastructure, local 
infrastructure and local competition bill. 

Thank you very much, Mr. Chairman. 

[The prepared statement of Mr. Smith follows:] 

Prepared Statement of Jambs M. Smith 

Thank ^u, Mr. Chairman. BIy name is James M. Smith. I am President of the 
Competitive Telecommunications Association. CompTel is the national industry as- 
sociation of over 120 small and medium-sized long-distance telecommunications 
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companies and their suppliers. I appreciate the opportunity to testify before the 
Subcommittee on behalf of the nation s long-distance industiy. 

We believe that, with needed chants, S. 1086 can represent a visionaiy effort to 
introduce genuine competition and private investment into local telecommunications 
maiicets, where little or no competition presently exists. In particular, the introduc- 
tion of real competition in the local loop should result in lower local telepAione rates 
and lower long-distance rates, for at last there would be price competition fcnr the 
local access charges that comprise 40-50 percent of a long-distance companys costs. 
The long-distance industry— which has become the paragon of such con^petition as 
a result of immensely successful pro-competitive public policy by Congress, the Judi- 
ciary and six Presidential administrations — stronglv supports affirmative legislative 
action to foster competition in present monopoly telecommunications maricets, with- 
out causing harm to the beneficial and still-developing competition that has diarao- 
terized the interexchange marketplace in the past decade. But there is the rub, be- 
cause as now drafted S. 1086 would ngnificantly haim competition in long-distance 
even as it seeks to create competition in the local exchange. 

For its part, the competitive long-distance telephone industry has already contrib- 
uted enormouslv to the modernization of the nation's telecommunications infirastruo- 
ture since the Bell System breakup just nine years ago. The spur of this competition 
has resulted in the expenditure oT $8-9 billion since the mia-198<)s by consortia of 
CompTel member companies as well as AT&T, MCI, Sprint, and many others, to 
la^ over 2.4 million miles of fiber transmission capacity throuf^out the nation. As 
Vice President Gore and many others have recognized, the distal information su- 
perhif^way already is in place with vast capacity in the long-distance portion of the 
system. And it has been financed entirely by the long-distance companies Uiem- 
sehres, without any assistance, give-backs or promises by the government. Nor has 
it been borne on the backs of captive local ratepayers. 

The problem is that this groat long-distance superhidiway can't be utilized to the 
full advantage of the nation unless and until the on-and-off ramps — that is, the local 
telephone networics now dominated by Bell Company monopolies — are modernised. 
Local "digital driveways" are the final critical links to finish the superfaif^wav. 

That's why local conmetition leffislation like S. 1086 is so important — so that the 
heat of competition will compel tne Bell monopolies to dramatically improve their 
local telecommunications infrastructures, as it has so successfully in the long-dis- 
tance maricetplace. There is no greater spur to modernizing one's network than to 
risk that a competitor may beat you to it. The question of tremendous inmonrtanoe 
to the long distance industry, then, is: What does allowinff the monopoly Bell compa- 
nies into the competitive long-distance industry have to oo with local infrastructure 
development? 

In our view, these provisions of S. 1086 reward the BOC monopolies for their fail- 
ure to modernize their infrastructure by starting down the path toward lifting the 
core prohibition on Bell company provision of long[-distance services that enabled the 
successful development of long-distance competition in the first place. More to the 
point, why give the Bell companies this huge plum while they are still monopoliea. 
enjoying a virtual stranglehold over tJie loctu exchange bottleneck through whidi all 
telephone calls must pass? In other words, lifting the restriction in any fasMon re- 
wanis an entrenched monopoly for its record profits, record layoffs, record invest- 
ment in foreign countries, and failure to build local facilities to complement the long 
distance infrastructure that we have built four times over. 

The 1984 divestiture of the Bell System and the consequent opening of bng-dia- 
tance to competition has been tremendously successful and beneficial to the Aooer- 
ican people. Long-distance providers will tell you that competition is imperfect and 
still aeveloping, but make no mistake that there is real competition in tne bng-dia- 
tance marketplace. One need onlv look at the number of long-distance providfers — 
over 400 by most counts— or at their prices, whidi have plummeted by more than 
60 percent in real terms over the past nine years, or to the laying of those 2.4 mil- 
lion miles of fiber caused solely by competition. S. 1086 seeks to introduce that kind 
of competition into the local telephone marketplace, and that's px>d. But it makes 
absolutely no sense to strengthen the hand of the monopolist with one handr-and, 
critically, to divert its attention from the task at hand, namely local infrastructure 
development— even as you subject it to competition with the other. Passage of this 
bill as currently drafted will result in a huge diversion of Bell Company funds to 
long-distance development, to the detriment of infrastructure development. 

& then: Why implkate the MFJ interexdiange prohibition in this bill? Hie Bell 
companies will variously tell you that their bottleneck has been shattered, that local 
competition is here today, that they cannot suivive unless thev are allowed to pro- 
vide interexdiange services, that Ainerican jobs are at stake. But let's look at some 
facts, whidi the Bell companies may dodge mit cannot deny: 
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Fact 1: By any estimate the Bells control over 99 percent of the local exchange 
maiicetplace. In terms of revenues, in 1992 the Bells had 400 times the revenues 
of all local access competitors combined. Bell Atlantic recently reported record 1st 
quarter revenues of $4.16 billion and record income of $414 million. That's in 3 
months in a sluggish economy. 

Fact 2: In the most bottom-line sense — money— the Bells are already in the long- 
distance business to a massive degree, because between 40-50 cents of eveiy long- 
distance dollar goes to local exchange companies in the foim of access payments. 
Local access is the largest operating expense of every long-distance company and 
one of the largest sources of Bell Company revenues. 

Fact 3: The BOCs' record for creating jobs for UJS. woricers in recent years has 
been dismal — in fact, they have decreasea their U J3. payrolls by hundreds of thou- 
sands of workers in the past 8 years even as they invested $11.3 billion overseas 
in the past three years alone. A recent study by New Networks Institute concluded 
that the Bells now serve their investors first and their ratepayers second. 

Fact 4: Local rates have gone way up even as long-distance rates have been cut 
in half. The same study found that average toll charges across the UJS. cost consum- 
ers and businesses $4.9 billion dollars more than if long-distance companies offered 
the service. It costs 90 percent more to make a one-minute call from Manhattan to 
Montauk, Long Island 75 miles away than to call 2,900 miles to California. Compare 
the long-distance experience: in 1984 AT&T charged $2.70 for a 5-minute daytime 
call from Washington to LA. Now the charge is $1.25— and the smaller carriers 
generally charge even less. 

So when the Bells tell you that there is no bottlenedc, or they can provide lower 
long-distance rates in any fonn, please look at histoid and demand that thej^ show 
you how based on their historical experience. Stripped down, the Bell companies' ar- 
gument for MFJ relief is: If you're going to take away our monopolies you have to 
nrst finee us to provide interexchange services. Or. give us MFJ relief now and then 
well show 3rou local competition. But they have it backwards. Make them show you 
that there is real, measurable, broad-based competition, not that there might be 
someday. Then — and only then — i^ould the Bells be aUowed to provide 
interexdiange services. 

Bell entry into the interexdiange arena could only harm long-distance competi- 
tion. The core reason for the government's breakup of the Bell System was that the 
integration of monopoly local exchange telephone service with long-distance service 
bred cross-subsidization and discrimination that was making it impossible for fledg- 
ling competition to take root in the long-distance market. Well, this Februaiy a 
GAO Report (OAO/RCED-93-34) found that FCC regulation cannot prevent RBOC 
cross-subsidization. And as for discrimination, consider that every long-distance car- 
rier must depend on the monopoly local carrier for its access to customers. In order 
to set that access, it must give the Bell company its most proprietary customer lists 
ana information. Now ima^ne if the RBOC that utterly controls uiat access and 
that customer infoimation is directly competing with the long-distance carrier. That 
is the very antithesis of a level playing field. 

Some may say that S. 1086 ooesnt let the Bells too far into long-distance, rather 
that it opens the door only a little, in the areas of cable and cellular. The answer 
is simple: you yourselves have heard from the Bells that thev want much, much 
more, if not this year then next. MFJ waivers have routinely been granted for cel- 
lular and the like. They don't need legislation for that. Their explicit agenda is sig- 
nificant long-distance entry. If the Senate wishes to carve out these two narrow ex- 
ceptions, it should codify the rest of the MFJ long-distance restriction until there 
is real, substantial local competition. 

Fd also like to address one other important provision of S. 1086: in the wake of 
a federal court decision just last week, the FCC may now have no flexibility to re- 
lieve non-dominant long-distance carriers of the burden of filing tarifTs to cover 
eveiv single rate they charge. CompTel strongly supports a strengthened Section 
5(hXl) of the bill to preserve the Commission's ability to maintain flexibility in its 
tariff* regulation of smaller, non-dominant carriers. 

In summary, criticallj^ needed local infrastructure development vrill come with 
local exchange competition, just as it did with long-distance competition. That's why 
S. 1086 has great merit as a local competition bill. But there is no earthly reason 
why long-distance should be implicated in this bill. In fact, it would only give the 
Bells a perverse incentive to turn their investment to businesses other than a state- 
of-the art local network. If the Bells cani; show you that even 1 percent, much less 
10 or 20 percent of their traffic or revenue has gone to the competitors; if th^ cant 
show you that their monopoly revenues and profits have even suffered a dent; if 
th^ cant ^ow you that th^ have created even one net UJ3. job in the past 6 
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yean — because they certainly have created thousands overseas; then I ask you why 
they should be rewarded now with even limited lon^-distanoe entiy. 

Make them show you somethinj; more than illusion. If th^ dont, then the MFJ 
provisions of S. 1086 are just a giveaway that will make S&L deregulation pale by 
comparison. No lawmaker wants to harm irreparably a market that has become a 
model of competition thanks to wise public policy^name^, ttke UJ3. long-distance 
maiket. With regard to long^-distance, our plea is: if it aint broke, dont break it 

[Appendices may be found in tho committee files.] 

Senator Inouye. Thank you very much, Mr. Smith. Mr. Metalitz. 

STATEMENT OF STEVEN J. METALITZ, VICE PRESIDENT AND 
GENERAL COUNSEL, INFORMATION INDUSTRY ASSOCIATION 

Mr. Metaijtz. Thank you, Mr. Chairman, for this opportunity to 

§ resent the perspectives of the Information Industry Association on 
. 1086. 

IIA represents some 500 companies that are involved in the cre- 
ation, distribution, and use of information products, services, and 
technologies. Our member companies are deidicated to meeting the 
information needs of American business, professional and consumer 
markets. 

Our association is also uniquely positioned, I think, among all 
those you have heard from today, to offer a balanced and com- 
prehensive perspective on this legislation, since our members in- 
clude not only many of the leading information providers and elec- 
tronic publishers but also some of the leading tefephone companies, 
both local and long distance. 

Mr. Chairman, when you and Senator Danforth introduced this 
legislation last month, you called it ''a landmark day in Uie history 
of the Senate's consideration of telecommunications infrastructure 
policy." We think that is an accurate assessment. This legislation 
does break new ground. It anticipates the new realities m a mar- 
ketplace that is changing quite dramatically. It helps to shift Uie 
terms of debate to a more constructive plane. 

We have heard a lot of discussion of frustration in this room this 
morning, but I think there are also some broad areas of agreement 
and some grounds for hope that diverse interests can work together 
to achieve ^eater benefits for the American public. 

Mr. Chairman, this legislation achieves this breakthrough be- 
cause it reflects three fundamental realities about the way ahead 
in the telecommunications marketplace. First, it recognizes that 
more competition is the key that will unlock the potential for devel- 
oping and deploying advanced infrastructure. In particular, bring- 
ing competition to the local telephone loop is an essential pre- 
condition for the American people to enjoy the full benefits of the 
Information A^e. 

Second, the bill calls for a strong Federal leadership role in open- 
ing up competition throughout the network. That leadership role 
includes preemption of State rules and regulations that stand as 
obstacles to local competition. 

Finally, the bill recognizes that strong safeguards are needed to 
ensure a level playing neld. 

I would agree with Mr. Martz that competition is the best safe- 
guard, but it is not the only safeguard that is needed in this situa- 
tion. Monopoly advantages do not disappear ovemidit simply be- 
cause an administrative agency says they are gone. Structural sep- 
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aration and interconnections guarantees, as you provide in the bill, 
are among the safeguards that are needed. 

IIA strongly supports all three of these elements of the frame- 
work of S. 1086. They are fully consistent with the positions that 
we have taken in our paper on telecommunications infrastructure 
objectives which we have attached to our testimony. That paper re- 
flects a consensus viewpoint among our diverse membership, and 
we hope it is useful in a very practical way to you and your staff 
as you work on refining this bill. 

The bill does contain the broad outlines of a constructive legisla- 
tive solution, and we commend you and Senator Danforth for your 
leadership in this regard. We do have some comments and sugges- 
tions about some important aspects of this legislation. We also 
agree with some of the statements that have come before us this 
morning. Let me just summarize a few of our concerns. 

First, this is sweeping legislation. It is intended to be so, and in 
that situation there needs to be some close attention to the defini- 
tions that this bill writes into the Communications Act for the first 
time. In particular, the bill provides a rather complex definition in- 
volving telecommunications carriers, information service providers, 
and enhanced service providers. 

The FCC has made a longstanding distinction between basic and 
enhanced services. It is a binary distinction. It is easy to under- 
stand, it is relatively easy to apply, and it has been very valuable 
in demarcating the limits of regulation in this area. 

We would urge Uie subcommittee to reexamine whether that sim- 
ple definition might be more effective than the more complex defi- 
nition in the bill. We do have some concerns that without some 
change in that regard, there is a risk that some companies other 
than true telecommunications carriers will be classified as carriers 
under this bill. That is not what we think the bill intends to 
achieve. 

Second, we would suggest that the legislation should reaffirm the 
viiJ3ility of antitrust law in this area. Strong antitrust protections 
remain essential for deterring and punishing anticompetitive be- 
havior by any party in the telecommunications marketplace. 

Third, we think Congress should legislate more specifically with 
regard to interconnection and access requirements, including a re- 
quirement for complete unbundling of services and for cost-based 
pricinc^. Putting some more detail in this lec:islation will help en- 
sure that the network does become truly available, truly open to all 
competitors on equal terms and conditions. 

Finally, we would suggest in some areas a clearer statement of 
Federal preemption. We think this legislation does send a very 
strong and constructive signal to the States, but that that could be 
spelled out more clearlv. 

In conclusion, Mr. Chairman, we applaud the steps that you and 
Senator Danforth have taken in introducing this legislation. We 
know that considerable work remains in filling in the broad out- 
lines that it sets forth, and we are ready and willine and eager to 
assist you and the subcommittee members in that task. 

Thank you very much for your invitation to testify. 

[The prepared statement of Mr. Metalitz follows:] 
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Prepared Statement of Steven J. METALrra 

My name is Steven J. Metalitz and I am Vice President and General Counsel of 
the Information Industry Association. IIA welcomes the opportunity to provide its 
perspective on S. 1086, the Teleoonmiunications Infrastructure Act of 1993. IIA is 
a trade association of more than 500 companies, which celebrates its 25th anniver- 
sary this year. Our member companies are involved in the creation, distribution and 
use of information. IIA's membership includes entities of all sizes providing en- 
hanced services, telecommunications and associated equipment, print media and 
electronic publishing services, as well as some of the laigest providers of common 
carrier services. IIA^s members are in the forefh)nt of the development and imple- 
mentation of new information products and technologies. 

IIA supports S. 1086 for its vision of an advanced, affordable, ubiquitous tele- 
communications infrastructure driven by market forces and competition. Sudi an in- 
frastructure will speed the benefits of the Information Age to Americans. fiA has 
endorsed this vision in its Telecommunications infrastructure Objectives and Imple- 
mentation Principles.! Now, whether throu^ increased local competition while pre- 
serving universal service, improvement of services in rural areas or removing the 
regulatory uncertainty between local and federal authorities, the Telecommuni- 
cations Infrastructure Act of 1993 can go a long way in bringing the best of the In- 
formation Affe to the doorstep of America. 

IIA has always been a supporter of a regulatory and marketplace environment 
that will ensure the maximum opportunities for the development and enhancement 
of information-related services. We believe that the availability of efficient, economi- 
cal and ubiquitous telecommunications services is critical to the free flow of informa- 
tion throughout our society. We commend the Subcommittee for holding this hearing 
to excunine such important issues. 

It is important to note that IIA's members include not only independent enhanced 
service providers, but also regional Bell Operating Companies (RBOCs), 
interexchanf^ carriers (DCCs), independent telephone companies (ITCs) and local ex- 
change earners (LECs). This unique membership mixgives IIA a balanced perspec- 
tive on the important issues addressed by S. 1086. IIA consistently^ has uraed the 
establishment of fair ground rules for the participation and protection of all users, 
competitors and carriers alike in the telecommunications manetplaoe. 

HA appreciates the complexity of the issues contained in S. 10B6. Within our own 
organization, we also have had to grapple with a ftindamental principle of fairness 
in a marketplace of diverse technological capabilities and rapid business and techno- 
logical growth. It has not been an easy task and as stated m our letter to the prin- 
cipal sponsors of S. 1086 on June 22, 1993, we applaud the effort this bill represents 
'in taocling such difficult issues as telecommumcations infrastructure, privacy, and 
network development." This is a bill that offers manv positive solutions to cuirent 
issues facing telecommunications providers, enhancea service compcmies and users 
while leaving open the opportunity for growth and advancement in the ftiture. 

Despite our broad interest in S. 1086, we will limit our comments to a few critical 
areas of greatest importance to our members. First, we note that the testimony you 
hear todav shares a number of our concerns with regard to the creation, mainte- 
nance and monitoring of appropriate safeguards to assure maricet fairness and pre- 
vent discrimination, cross-subsidization or other anticompetitive behavior by local 
exchange carriers. 

In addition, we agree with others about the Importance of customer proprietaiy 
network information (CPNI). Not onl>r from the perspective of necessaryprivacy pro- 
tections, IIA believes that opportunities for the use of and access to CFNI umbrtu- 
natelv have been skewed to the advantage of the basic telephone service providers 
who both create much of this information and hold the keys to its first and easiest 
use. 

Further, as this bill sets the stage for improved and widespread availability of 
digital transmission facilities for all American users, we applaud what S. 1086 can 
do to make more and valuable services accessible. For example, open and voluntaiy 
standards should be encouraged to benefit all parties, particularly end users. In 
many respects, S. 1086 can encourage the use of voluntary standards as providers, 
users ana regulators embark upon improvements in information hi^ways with hi^ 
service quality and network reliability — features so essential to the competitive suc- 
cess of our countiys information services. 

With this background, we are pleased to offer comments on four issues that 
should be resolved if this le^slation is to achieve its objectives: 

• The scope and implication of the definitions contained in S. 1086; 



^A copy of these principles and ofcgectives may be found in the comimttee's files. 
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• The appropriateness of strong antitrust protections; 

• The need Tor strong direction to ensure cost-based pricing of basic services of- 
fered by local exchange carriers and avoidance of enhanced service provider access 
charges; and 

• The inmortance of a clear and unequivocal statement on federal preemption of 
any state public utility and entiy/exit regulation of enhanced services. 

S. 1086 BECOMES A MORE POWERFUL INSTBUMENT FOR CHANGE BY ADOPTING WIDELY- 
ACCBFTED SERVICE DEFINITIONS 

In its Computer n decision, the Federal Communications Commission 1(FCC) de- 
cided that '^e provision of enhanced services * * * is not subject to Title II regula- 
tion, nor is a regulatory scheme for enhanced services * * * required to protect or 
promote the overall obiective of the Communications Act." IIA members, and indeed 
carriers and ESPs worldwide have relied on this regulatory frameworii: in the devel- 
oponent and offering of their services. This definition clearly separates basic trans- 
mission from any enhancements which may be added to the transmission that make 
it a new, different, and generally improved product. 

T^e FCC decision was based on the following definitions: 

* * * [BJasic service is limited to the conunon carrier offering or transmission 
capacity for the movement of Information, whereas, enhanced service combines 
basic services with computer processing applications that act on the format, con- 
tent, code, protocol or similar aspects of the subscribers' transmitted 
infomatlon, or provide the subscriber with additional, different or restructured 
information, or involve subscriber interaction with stored Information. 

Althou^ nA has not always agreed with FCC decisions, in this instance the 
Commission crafted a definition tnat worics. The Commission langua^ draws a 
bri^t line separating two distinct services: getting from Point A to Point B using 
a teleoommumcations medium, as distinct from any number of enhancements that 
could be employed along the way. This is a definition that allows enhanced services 
to be ofTerea by telephone companies, whether LECs, RBOCs, DCCs, or ITCs, and 
by non-telephone companies, including computer companies, database companies, or 
Information providers. It Is the addition of computer processing" applications as de- 
scribed in Computer II, which changes basic services mto enhanced services — ^many 
of which also are information services. 

Under the FCC's definition, information services are a subset of enhanced serv- 
ices. Companies which ofTer enhanced services may purchase basic transmission 
services from common carriers at published tarifT rates set by federal and state reg- 
ulators. Enhanced service providera use the capabilities of the nation's telei^one 
networics to ofTer data, information and information manasement services. Some of 
these companies provide telecommunications and enhanced services — most often in 
separate business units — ^under current distinctions between basic and enhanced 
services. Most importantly, however, the regulatory status of the service is deter- 
mined by the nature of the service, basic or enhanced, and not by the nature of the 
company or the other services it offera. Tlie fact is that enhanced service providers 
are not regulated as telecommunications compcmies. 

Instead of the widely-accepted distinction between basic and enhanced services, 
S. 1086 provides specific definitions for telecommunications services 1 Information 
services and electronic publishing. Consequently, IIA members find themselves con- 
fused as to whether their enhanced or gateway offerings could be characterized as 
telecommunications services and thus raise their service requirements to those of 
common carriers. 

For example, in addition to applving to transmission, the '^lecommunications" 
definition includes the passage Snth or without benefit of any closed transmission 
medium, including all instrumentalities, facilities, apparatus, and services (includ- 
ing the collection, storage, forwarding, switching, and delivery of such information) 
essential to such transmission." T^iB portion of the definition could apply to private 
line networics used by online enhanced service providers, value adaea networics, 
electronic mail systems or other enhanced services. Some companies may have ex- 
cess private networii: capacity which occasionally they offer for sale on a non-public 
basis. Others may havejprivate lines for intra-company purposes associated ¥rith en- 
hanced products they oner. Regardless, such uses do not always involve what is tra- 
ditional^ diaracterized as Inlormation." For these companies, only by rising to the 
level of an Information service" would they be exempt from the requirements of 
telecommunications service providera under Sec. 4 of the bill. 

Further, as crafted in S. 1086, the definition of information services excludes 
many of the added value enhancements that have made ESPft successful Under the 
biU, information service is defined as TTJhe offering of a capability for generating. 
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acquiring, storing, transforming, processing, retrieving, utilinng, or wialring avail- 
able information which may be conveyed via teleoonununications, except that audi 
service does not inchide any use of any sudi capabiUty for the management, oontnd, 
or operation of a telecommunications system or the mana^ment of a teleoommuni- 
cations service." This list does not reflect the range of activities toda/s and tomor- 
row's businesses and consumers are involved in with enhanced service products. 

Simply put, S. 1086 should apply to basic transmission medianisms irrespNMtive 
of any particular content. A distinction between basic and enhanced services, as 
enunciated by the FCC, Is all that is needed to ensure a fair and complete re|p- 
latoi^ frameworic. Other definitions unfairiy corral competitive enhanced service 
providers within telecommunications service definitions. 

STRONG ANTITRUST PROTECTIONS SHOULD REMAIN CORE PRINCIPtBS OF S. 1086 

In discussions of telecommunications infrastructure development, the need for 
strong antitrust protections must not be overlooked. It may be appropriate for S. 
1086 to have an antitrust saving clause" preserving all federal ana state antitrust 
laws with regard to LEC activities. Such language would acknowledge the impor- 
tance of universal service and also would preclude unfair advantages in the local 
loop. By narrowly crafting exceptions appropriate in universal service or other FCC- 
mandated activities, users in any area of tne country could be assured of the most 
competitive alternative. 

As noted above, IIA released its Telecommunications Infrastructure Objectives 
and Implementation Principles earlier this year. In that document, IIA noted: 

Market forces are the preferred means of determining telecommunications ap- 
plications and services, and thus the development of telecommunications infira- 
structure. 

As telecommunications markets continue to evolve from a regulated monopoly 
to a competitive regime, the role of governments should be to promote competi- 
tion while protecting the public interest where competitive market forces are 
not yet fully operative. 
S. 1086 recognizes correctly that competitive maricet forces should drive tele- 
communications infrastructure development. However, particularly in regard to 
most LEC ofTerings. a monopoly situation currently exists. As time progresses, com- 
petition at the local level — ^undoubtedly spurred by le^slation like S. 1086 — will re- 
move most, if not all, of this bottleneck. Until that time, fall antitrust protections 
and vigorous enforcement are essential to the provision of market services. 

Strong antitrust protections can ensure that local exchange carriers would not be 
not insulated from antitrust law and regulation bv the provisions of the Commu- 
nications Act this legislation would aflect. Ultimate^, IIA is concerned that competi- 
tion not be harmed: not now as we move from a monopoly regime to a competitive 
one; and not in the ftiture when full competition exists. Whenever there is anti- 
competitive behavior in the form of conspiracy, collusion, price-fixing or other unfair 
market manipulation that rises to the level of an antitrust violation, fall enforce- 
ment, penalties and consequences should follow. Strong antitrust protections in this 
bill will facilitate the creation of simple rules governing economic, technical and fi- 
nancial aspects of competitive behavior In a changing technological environment. 

S, 1086*S ENDORSEMENT OF FULLY UNBUNDLED SERVICE OFFERINGS CAN ENSURE COST- 
BASED PRICING AND MARKET FAIRNESS 

For many years, IIA has argued vigorously for cost-based pricing in basic tele- 
communications services, offered in their simplest, unbundled form. Hand-in-hand 
with this aivument has oeen the opposition to the imposition of access chaiges ap- 

Slied to ESFs on the basis of supposedly different network use hy such providers. 
ISP access charges included in current network configurations frequently benefit 
carriers which own and design the network, and work to a disadvantage to many 
non-telephone company affiliated providers. Unfortunately, as current^ adminis- 
tered, open network architecture (ONA) and the accompanying cost accounting rules 
do not constrain effectively the ability of carriers to discriminate against competing 
enhanced service providers. 

In defining the obligations of telecommunications carriers, S. 1086 approaches the 
issue squarely in calling for: 

(1) interconnection * * * (2) nondiscriminatory access to any of the carrier's 
telecommunications facilities; (3) non-discriminatory access, where technically 
feasible, to the poles, ducts, conduits and ri^ts of way owned or controlled by 
the carrier; (4) non-discriminatory access to network mnctions * * ♦ (and) (5) 
telecommunications services and network fiinctions without any restrictions on 
the resale or sharing of those services and fiinctions. 
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However, IIA maintainB that these requirements wiU not be enou|^ to ensure the 
full and complete access to basic network infrastructure that the authors of this 
measure intend. 

This legislation should require unbundling of networic services and facilities to 
allow customers the option of obtaining banc functional elements. Sudi services 
could Include end-user access lines, switdi-based features, inter-office transport, sig- 
naling functions, ordering, testing, maintenance and other support services, billing 
and collection services or gateway functions. Such elements should be provided on 
an actual or virtual coUocation basis in a non-discriminatory manner to any pro- 
vider. 

The unbundling of netwoik features and functions must be accompcmied by pric- 
ing which bears a fixed, reasonable and consistent relationship to Its underiying 
cost. Such cost-based pricing wiU ensure that all underlying costs are consistently 
allocated by a verifiable and independently auditable methodology covering 
unbundled services. 

In sum, S. 1086 should direct the FCC to: 

• Require local exdiange services be sufficiently unbundled to meet maiket de- 
mand: 

• Prohibit LEC configuration of ONA service offerings in wajrs whidi best meet 
the needs of their subsidiaries while ignoring the needs of competitors; 

• Grant independent enhanced service providers opportunities to participate in 
the benefits of equal access for service ana Information of equal type and price to 
carriers; 

• Increase collocation opportunities, whether actual or virtual; 

• Require cost-based pndng for all service offerings to independent providers; 
and 

• Mandate that transactions between the RBOCs and their affiliates be on an 
arms-lenflth basis that parallels the treatment afforded independent enhanced serv- 
ioeprovioers. 

Tliese are the steps to a level playing field that Congress should tell the FCC to 
take. Once the level playing field exists, the Commission should have the flexibUity 
to consider expansion of the opportunities for regulatoiy parity among all providers. 
IIA looks forward to the emeigenoe of full and effective competition and the ability 
of aU providers to offer any service. 

S. 1066 CAN STRBNGTHRN ITS IMPORTANT STAND ON PRRBMFTION 

IIA always has argued for uniform rules to promote the enhanced services indus- 
try, especially as the industry develops on a regional and national basis. Uniform 
national policies will brinff stability and growth to the enhanced services industry. 
The potential of unilateral action by a single state to deny its citizens access to an 
important Information marketplace will only harm the public interest. This point 
is admirably recognized in S. 1066. 

The availability of a competitive enhanced services marketplace is repeatedly 
threatened both by state public utility regulation of enhancea service providers' 
intrastate offerings, and by state efforts to claim jurisdiction over interstate offer- 
ings. The result ia an ever-encroaching national patchworii: of regulations for the en- 
hanced services industry that reduces consumer access to enhanced services by 
making It difficult for providers to offer services reliably on a national basis. 

IIA was among 16 trade associations and companies that petitioned the FCC for 
a ruling preempting state entry/exit and tariff regulation of enhanced services. 
These petitioners are national providers of a wide range of enhanced services that 
would be impacted negatively by diverse and incongruent state regulation of their 
services. For example, a number of iurisdiction. including Florida, Georgia, Dela- 
ware and the District of Columbia, nad proceedings over the last couple of years 
that proposed to treat ESPs as carriers suoject to public utility reflation. As noted 
above, UA vehemently disagrees that ESPs are basic telecommumcations providers. 

As these matters have evolved, we were heartened by the resolution adopted by 
the Federal/State Joint Board on Open Networii: Architecture that spoke against 
such regulation. However, we are aware that the Joint Board has no regulatory au- 
thority and cannot bind the states. In anticipation of continued state attempts to 
regulate ESPft, we believe S. 1086 sends a strong and constructive signal idxmt the 
distinction between national and local enhanced services; and the supremacy of fed- 
eral authority over interstate services. 

We are concerned, however, that ^e information services definition contained in 
Sec. 4 of S. 1086 and referenced in Sec. 13 may limit federal regulatory authority 
affecting other enhanced services. As discussed above, IIA supports the existing dis- 
tinction oetween basic and enhanced service providers. 
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nA hat oonnstently advocated that there ia no vafid policy bans upon wfaidi a 
state reflulatory body can or ihould aeek to apply public utilihr regalatioii to the pn- 
vision 01 enhanced aervioea. To the extent that atates literaw apply the gnfcirimiii 
of this legislation, additional ooniuabn may result from the lade of a dear ddfad- 
tional standard. 

For example. Sec. 229 meeta IIA's broad policy goala oonoeminff pffwrmptkn of 
state public utilit:jr regulation of enhanced aervioea qr ferbiddiog any (State or locd 
statute or regulation, or other State or local legal requirement, (to) proldbit or Hnifc 
in a manner inconsistent with Federal regulwiona or with this Adt, the abOttjr of 
any entity to provide interstate or intrastate teleoonmnmicatioiia servkes." Earn- 
ever, IIA believes that it ynll be appropriate for the reoord to atreaa that tiw 8. 
1086's aUowance of state rate, term or condition regulation of Sec. 13 is limited to 
Intrastate oflerings whidi do not impugn the viability of interstate aervioes and fur- 
ther, any state public utility regulation of enhanced aervioea would be whuQy inap- 
propriate. 

Finally, S. 1086 provides that The States may preacribe regulatiMis inmlemBnt- 
ing paragraj^s (1) through (5) (obligidiona of telecomnmnicationa auriera) m intn- 
state services so Ions as such regulations are not inconsistent with those pteaaibed 
by the Commission. Ahhou^^ states are often the first line in consumer proteetko 
from competitive abuses by providera, IIA alao has had e xper ience wifn aeakni 
state regulatory authorities disinterested in national aervice goals. We believe that 
it is important for the legislative record to reflect fuUy the intended soppe of sndi 
state regulations. Local actions nationwide — ^in tax, public utility, regulatoiy and 
other areas— have shown that without guidance, many statea can take atcqpa that 
drive up costs and otherwise needlessly constrain the tdecomnmnicatioiia maiket* 
place. 

COT^CLUSION 

As we work together, as noted in Sec. 3 of S. 1066, this bill can "encourage privati 
investment in, and advancement of the Natkm'a **^^^^mi¥F"n^iT^I^»^ 
infrastrucuture; ensure the availability of the widest poaaible range of oomp^itife 
dioioes in the provision of telecommunications and cable television services; dini- 
nate the existing resulatory barriere to competition in the proviaion of telsoaoumiiii- 
cations and cable television services; encourage interoonnectioa and interoperability 
among telecommunications carriere; ensure the universal availability of tek^phoos 
services; encourage the continued development and deployment of advanced and le- 
liable capabilitiea and aervices in telecomnmnicatwna netwmka; and protect the pri- 
vacy interests of usere of telecommunications services." 

Mr. Chairman, and memben of the Subcommittee, thank yon onoe again far invit- 
ing the Information Industry Association to participate in thia hearing. We mM 
be glad to provide more detailed comments on any aapect of thia matter and to le- 
spend to any questions that you or the Committee memben may have. 

Thank you. 



[Telecommunications Infrastructure Objectives and Implementatkin PHndplet 
may be found in the conunittee's files.] 

Senator Inouye. Thank you very much, Mr. Metalitz. 

Before I proceed with the questioning, I would like to assure one 
and all that your full statement will be made part of Uie record, 
and if you do have addendums or supplements, please feel free to 
submit them. 

Mr. Cullen, 1 am certain you are aware that several proposals 
have been submitted by Ameritech, Bell South, and Bodiester Tele- 

Ehone to open the networks to competition. Their proposals varv, 
ut it seems to be a response to the demand for competitkm. Do 
you have any proposal of your own? 

Mr. CuuJCN. Mr. Chairman, I am familiar with the three pn^MS- 
ala that have been made. I think they are a response both to the 
frustration we have heard here this morning and a response to cus- 
tomer requirements as well. 

On behalf of the seven RBOCs, I would say that we endorse amr 
proposal that will move us toward full competition. The Ameritea 
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proposal does that in an environment with which we are familiar. 
Thev are proposing that that be done as a demonstration, that it 
be done as a trial, and that in a period of 3 to 5 years, and in fact 
all along the way, that it be examined to determine if it has pro- 
duced the results and the benefits that are anticipated. 

We advocate full competition. We are concerned, however, about 
the issue of universal service and of essential services. In 
Ameritech, they have proposed to experiment with that, and we 
feel that that is a worthwhile approach. 

Senator Inouye. Do you think this bill will accelerate competi- 
tion and expedite it so that you can lift the ban on long distance? 

Mr. CULLEN. Two points I guess, Mr. Chairman. One is competi- 
tion in the local exchange is a very unbalanced competition in this 
bill, whether, as Senator Packwood suggested earlier, you are 
standing on the top of the incline or the bottom of the incline. It 
puts all of the obli^tions and none of the opportunities with the 
regional Bell operating companies. 

Second, the relief in long distance service, where in fact as Mr. 
Smith suggested, it might create harm to tiie industry if we were 
allowed in, but great benefit to the consumers if we were allowed 
in; competition, as outlined in the bill for long distance, is nominal 
only, and does not even allow us to get in and resell services, which 
is a rig^t that the long distance carries have here for local service. 

So, it is very little and creates very, very few opportunities for 
the telephone companies, who again I miriit underscore, because I 
do not tliink Mr. Smith heard it, that the local exchange companies 
have in fact invested in 4 million miles of fiber optics, which has 
nothing to do with whether it is turned on or not turned on, this 
is a substantial investment and twice Uiat of the rest of the long 
distance business. 

Senator Inouye. New Jersey Bell and the publishers have 
reached some accord. Can that agreement be implemented nation- 
wide? 

Mr. CULLEN. Mr. Chairman, I happen to have been personally in- 
volved in that accord as well as some of the talks that are under- 
way nationally. 

The New Jersey Bell accord was excellent for New Jersey. I am 
not sure that it would be excellent in Missouri, or Alaska, or South 
Carolina, but I do think it is the basis for an agreement which in 
New Jersey we did for the sole reason of reducing the concerns ex- 
pressed bv the newspaper industry so that we comd go forward and 
b^n to develop business opportunities. 

I would not recommend it throughout Bell Atlantic, I would not 
recommend it throughout the country, but I do recommend that we 
open these lines of communication and assure one another that we 
will have the protections that we have heard about here today for 
newspapers. 

I think as a demonstration. New Jersey will prove to be very ef- 
fective. I would just point out that it does have a sunset provision 
of 7 years. It does not apply to information services or even all elec- 
tronic publishing. It applies to Uie type of electronic publishing 
that is traditionally found in newspapers, and so I think it is an 
excellent start. 
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Senator Inouye. Thank you very much, Mr. Cullen. We will be 
submitting more questions, if we may. 

Mr. Wng^t, as you have indicated, the courts have just lifted the 
information services restrictions from Bell companies, and this bill 
would impose separate subsidiaries for electronic publishing. Are 
these safeguards sufficient? 

Mr. Wright. Mr. Chairman, our concern is, and I hate to use the 
term, '^e plaving field," which particularly concerns small pub- 
lishers. Regardless of the incline, if you are from a small commu- 
nity like Conway, MO or Boardman, OR, your total resources on 
the asset side of your balance sheet might, for example, be 
$125,000. 

You are very key to the culture of that community. And when 

f^ou look across the playing field, even though it may be somewhat 
evel, and you are looking at a multibillion dollar corporation or 
company that can bring one person into your community and effec- 
tively get into the information business, not only would people be 
put out of business in that community of Conway, MO or 
Boardman, OR, but you are also really disrupting the culture of 
that community and their information services. 

So that is the reason that the National Newspaper Association 
has maintained that we need assurance that everyone will have 
equal access at the most competitive rates, sir. 

Senator Inouye. I have many other questions, but I will have 
your Senator do the questioning, if I may. 

Mr. Martz, can you update us on the negotiations between pub- 
lishers and Bell? 

Mr. Martz. Sir? 

Senator Inouye. You are now in negotiations between Bell com- 
panies and publishers. What is the latest on that? 

Mr. Martz. Well, as I indicated in my statement, we are not at 
a point where we can talk about substance. But I think this is an 
indication that reasonable people are trying to sit down to see if 
we can now iron out our differences. 

I mieht point out that the New Jersey Bell agreement was some- 
thing tnat came up after the fact of the legislative process; and in 
point of fact, the legislation in New Jersey went through a lame 
duck session of the legislature, and did not have the benefits of the 
full studied focus that this committee is putting, in terms of this 
bill. 

But it is our hope, certainly, that as these talks proepress, that 
we may be able to come forward with some recommendations for 
language that will satisfy the concerns that we have. And I think, 
if you eo back to the dilemma that this committee is facing, you 
obviously are trying to balance the proper role of Government ver- 
sus the role of technology and market forces. You are also trying 
to balance the lessons of the past with the promise of the future. 

And the reality of it is that AT&T, having been broken up into 
the seven RBOC's and the slimmed-down AT&T, was done for a 
reason. And since that time, by inadvertenc>r or otherwise, there 
have been continuing evidences of abuse. So, it is our feeling that, 
as you make this balance to eet from the present of a monopoly in- 
frastructure, with one funnel where everything has to go through 
that local monopoly switch, to what we all would like to see is a 
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free competitive infrastructure, that we have to have appropriate 
safeguards: if, in fact, the telephone companies are going to com- 
pete with those using them. 

Senator Inouye. Why do you have an interest in the long dis- 
tance industry? 

Mr. Martz. We do not have any position on the entrance of the 
RBOC's into long distance. Our areas of concern are first of all, 
that there is a fr*eely competitive information services marketplace; 
and second, that there is a competitive infrtustructure. 

Now, I think sometimes these two things get confused. You can 
have a competitive infrastructure, without the providers of the in- 
frastructure also providing telecommunications services. And this 
is the content conduit dilemma: That, as long as you have a funnel 
through which everything must go, whoever owns that funnel, if 
they are going to compete with what has to go through that funnel, 
then we feel that safeguards, separate subsidiaries, separation, all 
of the kinds of safeguards that you had set forth in S. 2112, and 
are partially included in 1086, will help get us there. 

Senator Inouye. Thank you very much, sir. 

Mr. Smith, if this bill is successful in opening up the local ex- 
change, or the local loop, as you say, do you believe that the com- 
petition would be sufficient enough for a lifting of the long distance 
restriction that is now set forth in MFJ? 

Mr. Smith. That really remains to be seen. What remains to be 
seen is if the bill, and other forces, are successful in bringing real 
competition to the local exchange. If the day arrives when long (Us- 
tance companies and consumers have access to several alter- 
natives — ^for example, long distance companies have access to dif- 
ferent service providers which will cut down, no doubt, on the cost 
of access. If the local exchange competition experiment is, indeed, 
successful, and there is a significant market share on behalf of the 
alternative providers, then I would say that the day would come, 
if that bottleneck is broken, then yes, there could be long distance 
entry by the Bell operating companies. 

But you have to wait for one to happen, in order to allow the 
other to happen. Otherwise, if the door is opened for long distance 
entiy now or in the next few years while there is a 99-percent-plus 
market share and access payment share by the monopoly local ex- 
change carriers, that is still monopoly. 

And you will not find out until long distance is gone, and prob- 
ably less competitive because of Bell entry and Bell integration, 
you will not find out until later whether local competition is a re- 
ality or a myth. 

Senator Inouye. Mr. Cullen, did you want to say something? 

Mr. Cullen. I would to add just one or two comments, if 1 may. 
No. 1, the 99-percent figure, which is frequently discussed by 
AT&T and other long distance providers, relates only to public net- 
work and publicly reportable data. If we look in the State of South 
Carolina for example, there are 75 separate companies providing 
private systems by satellite, by microwave. There are 44 long dis- 
tance companies. So, the vast migority of the competitive inroads 
are not reported, and would not show up in these data. 

Second, when we think about the local exchange business, it is 
very important, I believe, that we think about the true nature of 
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this business. It is comprised of three essential elements: It is the 
pipe to the home, which can be copper, which can be fiber, which 
can be coax, or it can be wireless; second, it is comprised of the ac- 
cess charges that we are talking about here; and third, it is com- 
prised of intra-LATA, a very short distance toll. 

There is substantial competition in the short haul, short distance 
toll, substantial. There is substantial competition in access and in 
delivery. No one at Prudential or VISA or General Motors or Exxon 
has the slightly problem in finding alternative providers for any 
service they choose to provide. People in the pinelands of southern 
Jersey do; people in western Virginia do. 

And so the issue is, we have a tremendous amount of competi- 
tion. But it has gone only to those areas where we have profitable 
business: Access charges; short haul toll charges. Not a lot of it has 
gone into the local loop, because most of the local loop is under- 
water; unprofitable, again, by as much as 50 percent. 

Fd just close by citing South Carolina, where we have some data. 
The studies in South Carolina show that the average cost to a resi- 
dential customer for local service covers about 50 percent of tiie ac- 
tual cost of providing the service. The rest comes fi'om access 
charges and short distance toll. 

So, I think it is important that we try to get the numbers as 
close as possible to accurate; and that, second, we understand the 
true nature of the local exchange business. It does have those tiiree 
very important components. 

Senator Inouye. Mr. Smith. 

Mr. Smith. May I respond, too, since it is my figures that are 
beine taken at issue. 

I definitely agree that we should look at accurate comparison, 
and figures that are not sul^ect to redefinition or jerry-riggine, or 
anything like that. The AT&T figure is the percentage of the whole, 
the percentage of all of their access payments that are made to mo- 
nopoly local exchange carriers, and the number was 99.86 percent. 

To take one other figure — and these are total overall revenues, 
figures that are not sdbject to redefinition or reinterpretation or 
jerry-riggine — at the recent conference of the competitive access 
providers, there were two Wall Street analysts there; one of whom 
estimated 1992 revenues of the CAP industry as a whole at about 
$160 million. The other said it might be closer to $220 million. So, 
it is within that range. 

The income — ^the revenues, rather, of the Bell operating compa- 
nies was on the order of $82 billion. That figure tiien, is that die 
CAP industry as a whole is one-quarter of 1 percent of the Bell op- 
erating companies. Those figures are difficult to quibble with; they 
are absolute revenue figures. And to say that yes, but our core 
business is being subject to a great amount of competition, it mys- 
tifies me that the core business can be that one-quarter of 1 per- 
cent. 

Senator Inouye. Mr. Metalitz, the restriction on information 
services was just removed by the courts. As a result of that, have 
members lost business? 

Mr. Metautz. I think there has been a lot of excitins; develop- 
ment, since the information services restriction has been lifted. But 
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we do not think that that is the ideal situation for the development 
of more and competitive information services. 

We believe that these services would develop more robustly in an 
environment such as that outlined by your bill, an environment in 
which there are some safeguards, in which there are some stronger 
guarantees for connection to monopoly services, especially to local 
telephone services. And so, we think that that would improve Uie 
situation beyond where it stands now. 

Senator Inouye. Do you believe the safeguards are sufficient, as 
set forth in this bill? 

Mr. Metaltfz. We have some suggestions that are set forth in 
our written testimony, about how they could be improved. We think 
there should be some more specific requirements for unbundling of 
services, for example; and some other more specific requirements 
for truly making this an open system, that any competitor can 
interconnect with. 

Senator Inouye. Thank you. Senator Danforth. 

Senator Danforth. Well, I want to thank the panel and all wit- 
nesses today for a long morning. And Mr. Chairman, one of the 
things that is encouraging to me is the fact that so many wit- 
nesses, representing so many different interests, have expressed 
the desire to work with us as we proceed with this legislation. And 
my hope is that we will proceed with this legislation. 

I do not think it is possible to please everybody 100 percent; but 
I think that there is a wide recognition of the fact that the existing 
state of affairs is realljr not acceptable in something that is as fast- 
moving as telecommunications. 

I am very delighted Uiat my friend and constituent, Dalton 
Wright, is here, a man I have known for a long time. Mr. CuUen 
used the figure of speech, 'Hinderwater," to describe some part of 
the industry, but Laclede County is not underwater, at least to my 
knowledge, it is not underwater. 

I would like to ask Mr. Wright just to elaborate a bit on your 
concern. You now believe that me local newspaper business is real- 
Iv an essential enterprise, as far as the community is concerned. 
And you have a particular fear about what is gomg to happen. 
What is that fear? 

Mr. Wright. In small town America, where I am from, the com- 
munication within a community concerning sports. Government, 
plans that the leaders of a community have, the vision and the ac- 
cessibilitjr of it within the local community is reallv paramount. It 
is one of the pillars. Schools, hospitals, all the otner services are 
extremely important. But unless you have the flow of information, 
unless you have the structure of people who are familiar with the 
community, that can get that information and move it around, I 
think that without that, the glue that holds a town or community 
together is, in many cases, lost. 

I cannot speculate on the metropolitan areas, as to whether or 
not that has caused any decline in the values of the community or 
not; but I can say that it is important to the values of the commu- 
nities that I serve in Missouri, and the communities that the Na- 
tional Newspaper Association's members serve around the Nation. 

And it is my strong belief that, if the precarious economic condi- 
tion Uiat a lot of small newspapers and broadcasters are in were 
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upset by having other information providers come in from afar and 

Eut in, let us say, a bureau with one or two employees; and if that 
ureau with those one or two employees were subsidized by lower 
rates because of tlieir company's size, as compared to the Lebanon 
Daily Record, or the Conway Chronicle, or the Richland Mirror, 
this could be enoue^i to destroy the vitality of that smaller eco- 
nomic entity. And me result would be the loss of jobs, the loss of 
the culture within the community, and the loss of the most impor- 
tant information source that small tovm America finds, I feel, very 
vital. 

Senator Danforth. So, you are concerned that, let us say, the 
Ksmsas City Star or, perish the thought, the St. Louis Post Dis- 
patch, would establish a bureau in Lebanon, and that because of 
the fact that they are bigger, they would be given preferential 
treatment with respect to, to what? 

Mr. Wright. To rates, sir. And also access. Let us Iwpothetically 
say that, in one of our metropolitan areas that is suffering from a 
lot of water damage rirfit now, of which the community of LeMay 
is in, if tiiey did establish a bureau, and they had a relationship 
with a large telephone company, it would be very easy to accom- 
plish that, and secure a very low rate. There would be certain syn- 
ergy, certain economy of scale that we would have a hard time 
domg. 

But again, I think that the economics of it, if you took all the 
employees that we presently have, for example, in Lebanon, MO, 
they would be replaced by a much smaller number of people; and 
I do not believe that they would be as efficient or as effective as 
our local reporters and advertising people. 

Mr. CULLEN. Senator, may I just comment for a second? From 
the RBOC perspective, we view this dilemma as an excellent busi- 
ness opportunity for both of us, for all of us. Because with the kind 
of two-way fiber wireless coax, whatever network that we envision, 
we can oner interactive, broad band, what we call point cast capa- 
bility, that is part of a common carrier obligation that every RBOC 
has; to offer every small paper, or information service provider, 
local delivery capability. 

In fact, ultimately it can be customized information delivery to 
your home, to eveiyone else's home, based on your needs. Unlike 
the broadcast capability that we see today, in cable for example, 
where we are looking at proprietary networks, and if they decide 
in a cable industry, if they decide to deliver the St. Louis Post Dis- 
patch, they can do that to the exclusion of everyone else; we can- 
not. 

So, we view this as an opportunity, not only in the newspaper 
industry but, for example, in the movie and entertainment indus- 
try, just to pick another example; where we can be an alternative 
distribution capability, so that people do not need to leave their 
homes, get in a 4,0()0-pound metal box, drive to a store, pick up 
three movies, watch one, and pay a late fee 2 days later. 

We can offer the movie and entertainment industry the same 
sort of point cast delivery efficiently, economically, in fact we are 
banning to trial it right across the river in northern Virginia. 

Senator Danforth. Are you concerned about this, Mr. Wright? 
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Mr. Wright. No, sir. Our concern is not the highway. Our con- 
cern is access to it, and the rate at which we get access. 

Senator Danforth. Access to it. And do you think that your con- 
cerns can be addressed in this legislation, without undoing the 
basic point of the legislation? 

Mr. Wright. Yes, sir. I think you can turn right there to the gen- 
tleman to your right; he has a good solution in the language of the 
Bums amendment. And I believe that the language can be worked, 
and I think it is workable. I certainly do, Senator. 

Senator Danforth. Thank you very much. Thank you, Mr. 
Chairman. 

Senator Inouye. Senator Bums. 

Senator Burns. I want to ask the Senator from Missouri if he 
wants to negotiate or renegotiate the Missouri River Compact now. 
[Laughter.] 

I do not know if the folks who come to hearings, understand it 
or not, but for years and years we have a running gun battle with 
the folks in Missouri. Of course, I was raised down there, and Joe 
sends his regards, by the way, up at Gallatin. But we have had a 
running gun battle about how much water we should take out of 
the reservoirs in Montana in order to float them silly boats down 
there in the lower Missouri. So, we have got that going all the 
time. 

Thank you very much for this panel. I am sorry I had to miss 
part of it, but, nonetheless, we have been through your testimony, 
and I had my able assistant back here writing down some ques- 
tions that we would like to clarify just for the record. 

Mr. Wright, I would start with you on the protection for the 
small information providers access. In other words, I think it is 
pretty clear if we get that language in there, then you would go 
ahead and support this bill? 

Mr. Wright. Yes, sir, I personally think that the National News- 
paper Association would support that legislation. 

Senator Burns. Mr. Martz, you are aware that the RBOC's and 
the publishers, those negotiations are ongoing now? 

Mr. Martz. Yes, sir. 

Senator Burns. Do you foresee the day when the publishing in- 
dustry takes a position in favor of long distance relief? 

Mr. Martz. Long distance relief, as I indicated in response to an 
earlier question, is something that is beyond the purview of our 
concems. The entry of Telco s, the RBOC's into long distance is 
something that is better left to those who are concerned about that 
particular aspect. 

I think it is ironic in a certain sense that as you look at the evo- 
lution of the RBOC's desires, they will end up back in doing every- 
thing that AT&T had done before it was broken up. And I think 
this underscores that as we get from where we are now to that 
point where there is total free competition not only in information 
services and infrastructure, but in the other areas as well, that in 
that transition period there are appropriate safeguards to get us 
from where we are today to then. 

Senator Burns. And, Mr. Smith, the resale of the local telephone 
services permitted as proposed in this bill, S. 1086, should we, in 
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turn, permit resale of long distance services by the RBOC's? If not, 
why not? 

Mr. Smfth. I would say. Senator, absolutely not Because resell- 
ing of long distance service — two things. One, reselling of long dis- 
tance service would make the RBOC's once again the gatekeeper of 
long distance service. They are proposing, for example, to mate up 
resale with something they call least-cost routing, which would ba- 
sically put all long distance companies in the position of just being 
a wholesaler to the RBOC retailer. 

Second, that would be only one step away from the RBOC's are 
actually asking for, which is full-scale long distance entiy. You can 
depend that when resale — ^the day that resale is granted, they will 
say this is absurd allowing us only to resell when we have our net- 
works all readv to go. 

You will still have, in a case of resale, the opportunity to dis- 
criminate against the lone distance carriers who do not give the 
RBOC the best deal on bmk rates, and to discriminate in favor of 
the long distance company who will offer the RBOC Uie best rates. 
And they will still have uie only access to the local customer, the 
first mile and last mile of every call. 

Senator Burns. Mr. Cullen, would you like to comment on that 
from your perspective? Would inter-LATA relief divert your atten- 
tion n-om the real job at hand; namely, local infrastructure mod- 
ernization? 

Mr. Cullen. Senator, I think the two are totally consistent. We 
are not talking about separate networks. We are talking about in- 
vestment in our network, in our territory in new technology. The 
network is transparent to the kind of messages it carries, whether 
it is voice or it is data or it is video. Whether it is intra-LATA or 
inter-LATA, it is all transparent. 

The least-cost routing issue and resale that you mentioned, real- 
ly, is boiled down to one simple issue. If you look at the AT&T pric- 
ing, every 6 months changing, you will find a phenomenon for the 
last 3 years for all the other carriers, where they mirror that, and 
AT&T serves as the umbrella. It is the phenomenon that I included 
as an attachment, described in &e Merrill Lvnch report. 

So, there is a pricing structure that follows AT&T. Least-cost 
routing is just a software package that the regional companies have 
proposed we be allowed to do— a very small part of the inter-LATA 
business. And it allows each customer to fifi;ure out which routes, 
which prices, which price schedule, and wnich carrier will meet 
their need day to day, hour to hour, week to week. 

It is tantamount to having an automatic travel agent explain the 
airline travel gu^de. Not very many people can thumb through that 
and find the ri^t rate and time and destination and package. 

Least-cost routing, and even resale, will do the same uiing for 
consumers— enable tnem to get absolutely the best deal. 

Senator Burns. Well, then, is this issue is simply one of monqr. 
or is it the rich versus the wealthv, or the wealthy versus the rich? 

Mr. Smith. Let me respond to that and say something about long 
distance prices. You undoubtedly have heard of Friends & Family. 
You have probably heard of 1-800-COLLECT. Those are both pro- 
grams that MCI nas implemented recently. And, by all accounts. 
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those types of programs represent a significant departure and, in 
fact, the beginning of a price war in long distance prices. 

Long distance prices have gone down over 50 percent in real 
terms since divestiture, and that is a fact. Of course, the smaller 
carriers do price below AT&T. Thev must in order to eet the busi- 
ness. But, to give you just a couple of statistics, local rates have 
gone way up even as long distance rates have been cut in half. It 
costs 90 percent more to make a 1-minute call from Manhattan to 
Montauk, Long Island, 75 miles away than to California, 2,900 
miles away. And to take the lone distance side, in 1984, and closer 
to home, in 1984, AT&T chareed $2.70 for a 5-minute daytime call 
fi^om Washington to Los Angeles. Now, that charge is not $2.70, it 
is $1.25. And the smaller carriers charge, as everybody agrees, 
even less. 

That is real competition. 

And when you compare the history of the what the long distance 
carriers have done, prices going down, down, down, and the local 
exchange carriers' prices gomg up, up, up, it is pretty clear that it 
is not the rich versus the wealthy. It is just the rich. 

Mr. CuLLEN. Senator, may I just comment briefly? I do not want 
to get into quarrels here, but I guess we are already into quarrels, 
so I will continue it. [Laughter.] 

Senator Burns. We will call it a discussion for today. 

Mr. CuLLEN. A discussion, yes, sir, dialog. 

Every dollar of long distance reduction since 1984 is more than 
accounted for not by anything the long distance carriers have done, 
but by the absolute reduction in prices charged by the local ex- 
change companies to the long distance carrier to carry their mes- 
sages. 

This is not a relic of regulation. This is high-value service, and 
a very effective, very low price we charge the carriers. We have re- 
duced those charges every year by several hundred million dollars. 
That is what is being passed along in long distance rates. 

In fact, as I said earlier, it is not even all being passed along. 
We reduced our rates to AT&T by $250 million on July 1. They did 
not pass along a penny of that reduction to their customers in 
lower rates. So, the issue here is an important issue, and it has to 
do with why long distance rates came down, who is accountable for 
it and what role the local exchange companies played in supporting 
that. 

Mr. Smith. Can I just add that I would welcome an analysis of 
the ratio of access rate reductions to long distance price decreases. 
I am confident of the way it would turn out, because last summer. 
Chairman Markey on the House side held a hearing and the wit- 
ness, who was a professor from Berkeley who was under contract 
to the regional Bell companies, agreed tnat access rate reductions 
accounted for a significant part, but far from all, of long distance 
rate reductions. So, it is simply not the case. 

I cannot speak for AT&T, I do not represent AT&T. But long dis- 
tance prices have gone down by more than simple access rate re- 
ductions, and I would welcome an analysis to that effect. 

Senator Burns. Well, as we start making policy on this, and I 
think with the information that you have epven us today we can 
sort of sift through it and get where I think the chairman wants 
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to go with this legislation, and I think where we want to go as pol- 
ipymakers, and make some things happen in telecommunications, 
^d all of this has to be considered as we go along the way before 
we can make any kind of a decision. 

Mr. Cullen, I notice that you did not predominantly mention the 
cable Telco relief in your oral testimony. Do you feel pretty con- 
fident about your lawsuit in Federal court, or was it just an over- 
sieiit? [Laughter.] 

Mr. CuLLEN. No, we do feel confident, based on the oral argu- 
ment, but we also support the direction here. And it is not so much 
that this would be an excellent business opportimity for us, it is 
that we are listening to consumers. And consumers understand 
why their cable TV service is out much more frequently than tiieir 
telephone service. 

So, if we polled consumers and asked them whether they want 
a choice, this would be a slam dunk answer from them, and we are 
reflecting that. Our only concern in this particular area of the bill 
is that there seem to be a number of, I will say, bureaucratic re- 
quirements before we can get into the cable industry. 

And so, except for that, we certainly do support our entry into 
cable entertainment, video services, programming, and content 
business. And I may just comment that we heard earlier discussion 
which said we are investing so much today that we really do not 
need that in order to provide an investment. That is simply not 
true. We are investing a considerable amount today. But, to make 
that investment more attractive to meet the needs of our customers 
for full-service providers, both lone^ distance, cable and then, of 
course, manufacturing, will be excefient incentives for the regional 
companies. 

Senator Burns. Well, we look forward from — ^we will probably 
have other questions. And I would ask the chairman if it would be 
all right if we can correspond with these people and have some 
questions for the record in response as we move tiiis along? Be- 
cause, philosophically and basically, we have been talking about 
this a long time. We were talking about Telco entry and the revital- 
ization of our information infrastructure — sort of like the old song, 
you know, we were coimtry when country wasn't cool. And so we 
started down this road 3 years ago. 

I think what we have done is we have elevated the level of dia- 
log, Mr. Chairman, to the point where I think we can start making 
some decisions. I appreciate the efforts that the chairman has 
made on this on the way we can work on it, to make it good for 
eveiybody we would hope. And I do not want the Government to 
g:et in this business of picking winners and losers, I want this Na- 
tion to win. That is who I am looking for, and the people of my 
State of Montana. 

So, I thank the chairman very much. 

These folks probably want to go to lunch. I am just guessing, of 
course. 

Senator Inouye. We have passed the lunch hour. [Laughter.] 

Senator Burns. Well, they can make it to dinner now. 

Senator Inouye. I would like to thank all of you veiy much. After 
conferring with the author of this measure, Mr. Danforth, the 
record of the proceedings will be kept open for 2 weeks, until July 



Digitized by 



Google 



127 

28. This should indicate that the subcommittee is very serious 
about this bill. 

In 2 weeks, we will begin assembling ourselves and preparing 
ourselves for the markup. We hope to have a markup of Uiis meas- 
ure before the August recess. So. may I, in the strong[est terms pos- 
sible, invite you to submit supplements or addenda if you do have 
any to your testimony, and to keep close tabs with the staff The 
staff has been geared and prepared to expedite this matter. 

So, with tiiat, I Uiank you all, once again, for your patience and 
foryour assistance today. 

Iiiank you. 

[Whereupon, at 2 p.m., the hearing was adjourned.] 
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S. 1086, THE TELECOMMUNICATIONS 
INFRASTRUCTURE ACT OF 1993 



WEDNESDAY, SEPTEMBER 8» 1993 

U.S. Senate, 
Subcommittee on Communications of the 
Committee on Commerce, Science, and Transportation, 

Washington, DC. 
The subcommittee met, Dursuant to notice, at 9:30 a.m., in room 
SRr-253, Russell Senate Office Building, Hon. Daniel IC Inouye 
(chairman of the subcommittee) presiding. 

Staff members assigned to this hearing: John D. Windhausen, 
Jr., staff coimsel and Kevin M. Joseph, professional staff member; 
and Regina M. Keeney, minority senior staff counsel, and Mary P. 
McManus, minority staff counsel. 

OPENING STATEMENT OF SENATOR INOUYE 

Senator Inouye. First, my apologies for being late. This morning 
we consider the bill, the Telecommunications Infrastructure Act of 
1993, S. 1086. 

I am pleased that we have so many distinguished witnesses this 
morning prepared to offer their comments on this bill. And I am 
encouraged by the strong interest and response shown by the par- 
ties who have testified and submitted comments so far. 

We received a number of suggestions for improvement to this bill 
after the first hearing, and I want to encourage everyone to con- 
tinue to work with Senator Danforth and the staff on this matter 
as we move along this process. 

I would like to take a minute to summarize what I learned from 
the testimony delivered at the first hearing on July 14. First, I 
think all of us will agree that there is virtually unanimous agpree- 
ment that the Congress has a special responsibility to enact legisla- 
tion to upgrade the Nation's telecommunications infrastructure in 
this Congress. 

Consumers, doctors, teachers, bankers, manufacturing compa- 
nies, telephone companies, and many, many others all support leg- 
islation to promote advanced telecommunication services and capa- 
bilities. And Congress should not and will not shirk its responsibil- 
ities in this area. 

Second, there is wide agreement that there should be greater 
competition in the market for communication services. Competition 
is the best means to promote infrastructure development. 

Competition has already been introduced in the markets for tele- 
phone equipment and information services, and in long-distance 
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services, with outstanding results. Prices have fallen, innovation 
has risen, and consumers and the economy have profited. 

In part because of this experience, Congress last year enacted a 
landmark cable bill whose primary objective was to promote great- 
er competition to the cable industry. Even the telephone companies 
who once decried the erowth of competition for loccu telephone serv- 
ice have acknowledgea Uiat such competition is inevitable. 

Ameritech, one ot the seven regioncd Bell operating companies 
from whom we will hear this morning has already filea a proposal 
to open up this network to permit greater interconnection py com- 
petitors. 

The Rochester Telephone Co., Nynex, Bell South, and Pacific 
Telesis have also annoimced plans to open their markets to com- 

Eetitive forces. In short, experience has shown that competition 
enefits consumers and industry alike. Indeed, if not for the dives- 
titure of AT&T in 1984, many ot the companies represented at this 
hearing would not exist 

A third lesson I believe all of us have learned, however, is that 
competition is not to be confused with deregulation. As me FCC 
knows all too well, the removal of barriers to competition in any 
market does not guarantee that a truly competitive market will im- 
mediately exist. 

The enbrt to allow competition to develop at times requires 
greater regulatory scrutiny than ever to ensure that dominant pro- 
viders of certain services do not take excessive advantage of ineir 
market power to thwart the growth of competition. Mr. Chairman, 
your comments, please. 

OPENING STATEMENT OF SENATOR HOLLIN6S 

The Chairman. Good morning. I appreciate, Mr. Chairman, your 
chairing this second hearing on S. 1086, the Telecommunications 
Infrastructure Act of 1993. I also welcome our witnesses today and 
thank them for assistine^ the committee in this important debate. 

As I said at the last hearing, I support competition. However, I 
do not support wholesale deregulation. Telephone service providers 
must operate with a view toward the public interest, convenience, 
and necessity. Competition in this industry must not be uncon- 
trolled, unfair, or detrimental to the consumer. I agree with Chair- 
man Inouye that these issues must be looked at, especially when 
the structure of the industry continues to change at a tremendous 
pace. The changes that have occurred since the last hearing are as- 
tounding—AT&T has announced a merger with McCaw Cellular, 
the largest cellular company in the country, and a Federal court 
has overturned, as a violation of the first amendment of the Con- 
stitution, an act of Congress prohibiting telephone companies from 
providing cable service. 

We as policymakers have a delicate balance to achieve between 
imposing necessary regulation and allowing the benefits of competi- 
tion. With regarcf to telecommunications regulation, these ques- 
tions impact every one of our constituents everyday. I will study 
the record of these hearings carefully and continue to monitor de- 
velopments in the industry. I look forward to the testimony of the 
witnesses todav. 

Thank you, Mr. Chairman. 
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Senator Inouye. Thank you, Mr. Chairman. We heard from a 
number of witnesses at the first hearing, and we will hear firom 
several more today. We believe that regulation can at times be es- 
sential to allow a truly competitive market place to develop. 

The purpose of this hearing is to build on the lessons of the first 
hearing and to work more closely to develop a consensus on this 
bill. 

This hearing will also explore a number of recent developments 
and new issues that the committee has not yet addressed. For in- 
stance, I am certain that AT&T's acquisition of McCaw, the court 
ruling overturning the cable telephone ban, and the Bell company's 
desire to enter the long-distance business will receive a good bit of 
discussion this morning. 

Several other witnesses have concerns about S. 1086 the commit- 
tee has not yet had an opportunity to consider. And I wish to thank 
in advance the witnesses for their efforts to educate the committee. 

Before we call upon the witnesses, I would like to announce Uiat 
we have a long day planned. And I wish to assure those who have 
been invited to testify that all of your issues are important to the 
committee and we will give you our full attention. 

I would like to now call upon the author of this measure. Senator 
Danforth. 

OPENING STATEMENT OF SENATOR DANFORTH 

Senator Danforth. Mr. Chairman, just two brief comments. And 
thank you very much. Thank you for your leadership and your dili- 
gence in holding these hearings. Two thou^ts come to mind, and 
I think they both are increasingly clear, to me at least, and have 
become even more clear over the last month. 

The first is that times are changing. And, in communications, 
times are changing very, very rapidly. The policies that existed 
years ago and the policies that exist today were devised in an en- 
tirely difierent age as far as communications are concerned and, 
therefore, those policies must be reviewed. Inertia is not sufficient 
in an age of rapid change. 

And the second brief point that I would make is that just as na- 
ture abhors a vacuum, so do Federal courts abhor a vacuum. That 
is the lesson of the last month. And it is not particularly a new les- 
son in tiie field of communications. 

And we have had this industry basically regulated by a Federal 
judge. And we have sworn for years that that is not right, that this 
is not something that should be left to the judiciary, that if policy 
is to be made, Congress should really take the lead in making pub- 
lic policy. 

Again it seems that with changing times the vacuum is being 
created, and that vacuum provides the temptation for the Federal 
courts. So, for these reasons, I think that it is particularly urgent 
that we in this committee move forward and that we move forward 
very rapidly. 

And I continue to hope that by the end of this session in this 
Congress we will be in very good shape to see legislation actually 
reach the statute books by the next session. 
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Senator Inouye. Well, I would like to assure the author of this 
measure that I will do everything possible to bring that wish to 
jfruition. Senator Pressler, do you have any statement? 

OPENING STATEMENT OF SENATOR PRESSLER 

Senator Pressler. Thank you very much, Mr. Chairman. I would 
like to commend Senators Danforth and Inouye for their leadership 
on this matter. 

Let me say that I think those two gentlemen have a great deal 
of standing m the Senate and they can make this bill pass. It is 

ing to need some changes, but I salute them for their leadership. 

ley are goine into a very difficult area. 

Let me tell briefly of an experience I had recently. I met with the 
mayor and city council of Aberdeen, SD, and the first subject they 
brought up was that they needed an upgrade of the telephone com- 
panvs digital switch in their community. 

We are living in a era when the first subject brought up to a Sen- 
ator is Uie need to improve the telecommunications capability of 
the town in order to attract new industry, utilize their hospital fa- 
cilities in connecting with bigger cities, have their universities and 
educational institutions in touch. 

So, people are very aware that there is an information super- 
hi^way. They want to be on it. We cannot have a two-tiered sys- 
tem. We live in an era when mayors of towns, in meeting with 
their Senators, ask first for help in getting an upgrade of the digi- 
tal switch or the long-distance company point of presence. That 
shows the need for this legislation and for us addressing these com- 
plicated issues. 

Universal service has always been the touchstone for this Na- 
tion's telecommunications policies. Both Federal and State policy- 
makers have tried to ensure that the benefits of commimications 
technology are available to all citizens. 

As Congress develops policies to encourage fiirther modernization 
of our telecommunications networks we should ensure that im- 
provements will be shared by all. We should upgrade the entire 
network. We should not create a two- tiered system of haves and 
have nots. 

S. 1086 is designed to stimulate private investment in our Na- 
tion's telecommunication networks by opening the local loop to 
competition. Recent history shows that competition can spur infira- 
structure investment. 

Faced with stiff competition in the long-distance market, AT&T 
accelerated optical fiber deployment and wrote off billions of dollars 
in older plant. Similarly, the opportunity to provide new services 
has encouraged investment in new technologies. 

Let me say that this is happening all over the world. I recently 
met with Bill Warrick of AT&T in Hong Kong and discussed their 
efforts to invest in China. But we must also remember the parts 
of our own country tiiat are not on the superhighway. This is one 
purpose of this hearing today. 

Mr. Chairman, I have a longer statement to submit for the 
record. I care about the quality and the diversity of services avail- 
able in small States such as South Dakota. If access to the informa- 
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tion highway becomes an essential means of fully participating in 
society, we may need to redefine universal service. 

I mentioned that I have been working with leading citizens in my 
State to bring them state-of-the-art telecommimications facilities. 

Our small towns that are developing new businesses and new in- 
dustries need an up-to-date digital switch and point of presence to 
get on that superhighway. 

Our smaller universities, colleges, and hospitals need the same. 
So, Mr. Chairman, I want to join in this effort. I commend you very 
much. 

[The prepared statement of Senator Pressler follows:] 

Prepared Statement of Senator Pressler 

Mr. chairman, thank you for holding this second hearing on S. 1086, the Tele- 
communications Infrastructure Act of 1993. This bill represents a significant initia- 
tive designed to accelerate private investment in our nation's telecommunications 
networks. I commend you and the distinguished Raning Member of the Commerce 
Committee, Senator Danforth for your outstanding leadership. S. 1086 is a tribute 
to your bipartisan cooperation and tireless efibits to craft legislation in a com- 
plicated area. It's a good start. 

Infrastructure surely is the 'buzzword" of the 1990s. Traditionally, the term, pri- 
marily was used to describe our transportation networiss — moving people and prod- 
ucts. Today the word '^frastructure" more often refers to cable, phone and satellite 
networiss transporting information and ideas at the speed of limt. Advanced tele- 
communications networics promise to change the way we woric, educate our children, 
provide health care, and spend our leisure time. 

Who ynll deliver these new services? Ever^ day seems to reveal another strategic 
alliance between multi-billion dollar oompames seekins to spearhead the delivery of 
services over the information superhidiway. Earlier this year US West announced 
a $2.5 billion partnership with Time Warner, Inc.'s entertainment and cable busi- 
nesses. More recently, AT&T announced plans to purdiase McCaw Cellular Commu- 
nications for $12.6 billion in stock. With all this economic activity, some may ques- 
tion whether Congressional action is needed. I believe it is. 

Technological oiange is outpacing our existing regulatory frameworis. Policies de- 
signed for disparate specialized industries do not seem to make sense if multiple 
providers can offer competing services. Yesterday's rules may impede deliveiy of to- 
morrow's services. Congress nas an opportunity to frame a pobcy for accelerating 
investment in the information superhighway. Gfur challenge is to ensure all Ameri- 
cans have access to an on-ramp. 

Universal service always has been the touchstone for this nation's telecommuni- 
cations policy. Both federal and state policymakers have tried to ensure that the 
benefits of communications technology are available to all citizens. As Congress de- 
velops policies to encourage further modernization of our telecommunications net- 
works, we should ensure that improvements will be shared by all. We should up- 
grade the entire networic. We should not create a two-tiered system of haves and 
have-nots. 

S. 1086 is designed to stimulate private investment in our nation's telecommuni- 
cations networics by opening the 'local loop" to competition. Recent histoiy shows 
that competition can spur imrastructure investment. Faced with stiff competition in 
the long distance market, AT&T accelerated optical fiber deployment ana vmte off 
billions of dollars in older plants. Similarly, the opportunity to provide new services 
has encouraged new tedinologies. Bell telephone company joint ventures in the 
United Kingdom pioneered delivery of telephone services over cable systems. 

Althou^ S. 1086 relies primarily on competition to bring new technologies and 
services to the consumer maiketplace, it anticipates the limitations of maricet forces 
in particular circumstances. First, the proposal addresses the need to ensure that 
competition does not endanger universal service. All carriers would be required to 
contribute to the universal availability of affordable phone service. Second, the bill 
acknowledges that competition alone may not bring the benefits of new technologies 
to rural marisets. Third, the proposal anticipates that telephone company dominance 
in the local telephone maiket may require certain safeguards. 

We need to examine carefully what effect local competition will have on universal 
service and the availability of advanced telecommunications services in small cities, 
towns and rural areas. I am concerned with access to affordable i^ne service. I 
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care aboat the quality and divenity of aervioes available in aman aUitea Ufca Soulli 
Dakota. If aooeas to the infinrmation aupeihi^wa^ b ecome a an eeaential meana of 
faily participating in aodety, we may need to redemie universal aervioe. 

I have been woridng with leading citizens in my state to brinff state of the ait 
teleoommunications facilities to Abenleen and noitheastem South Dakota. Thia axes 
of the state has been losing population in recent years. What can be done to reverse 
this trend? It's a two word solution: economic development. Community leaders have 
been working hard to attract new businesses. Their efforts make dear that an ad- 
vanced telecommunications infrastructure is a necessary ingredient for new eco- 
nomic opportunities. I lode forward to working with Members of this Committee to 
develop a sound policy framework for bringing telecommunications advances more 
rapidly to all Americans. 

Senator Inouye. Thank you, sir. Senator Bums. 

OPENING STATEMENT OF SENATOR BURNS 

Senator Burns. Thank you, Mr. Chairman. I too want to con- 

Eratulate you for bringing t^s issue forward. As you know, we 
ave been in this issue ever since the first day I walked into the 
U.S. Senate. 

And if you go home and ta:lk — ^like Senator Pressler said about 
South DflJcota— all you have to do is go home and talk to your 
smaller towns and cities, because all of Montana is rural — that this 
infrastructure, this part of the infrastructure is vital to the sur- 
vival of our rural communities. 

We cannot attract new and adventurous ideas to our rural areas 
unless we have this infrastructure, the ability to move information 
with the speed of light, the way we educate our children, the way 
we deliver health care rurally, and also what it creates in our inner 
cities. 

Those areas that have the tinv tax bases are utmost in this Con- 
gress. And Congress since the last 4 years has sort of sat on the 
sidelines and allowed this to happen. 

The developments of the last 30 days, let alone the developments 
of the last year are very indicative of what is to happen in tele- 
communications in this country, and what I would like to think 
started with me 4 years ago. 

But there are a couple of questions about this piece of legislation, 
and I will offer some amendments to it. I think there are two is- 
sues that should be addressed in this piece of legislation and that 
is, the provision for access of information networked to all America, 
all Americans, no skimming, including rural and iimer dty urban 
areas and more importantly, existing information providers. 

And also, safeguards, or fireballs if you will, to preclude anti- 
competitive activity by dominant carriers. I think those are the two 
areas that we have to dwell upon as we hear from our witnesses 
today. 

Mr. Chairman, I have a markup in the Appropriations Commit- 
tee starting right now. And I have some questions, especially for 
the first panel. So, I will keep my remarks to that 

And thank you for your leadership in this area, and Senator 
Danforth. I look forward to working with you, because I think there 
is no other piece of legislation that is any more important to this 
country, and especially this committee, than this piece of legisla- 
tion right here. 
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I intend to cooperate fully with you to make sure it gets enacted 
And I thankvou. And I apologize if I have to get up and leave and 
come back. Thank you. 

Senator Inouye. Senator Stevens. 

OPENING STATEMENT OF SENATOR STEVENS 

Senator Stevens. Mr. Chairman, I support the concept of this 
bill, because of its strong emphasis on universal services. I would 
remind the committee that when I came to the Senate the tele- 
phone service in Alaska was — ^it was presented by the U.S. Army. 

Mr. Chairman and I have worked together now for a series of 
vears to assure that we extended not only modem communications 
but computerative communications into Alaska. 

And I have supported this bill primarily because of revisions on 

f>age 11. I would urge all of you to take a look at it, beginning on 
ine 11. 

The States may prescribe regulations implementing paragraphs one throu^ five 
for intrastate services so long as such regulations are not inconsistent with those 
prescribed by the conmiission. Universal service, the role of teleconmiunications car- 
riers. All teleconmiunications shall contribute to the preservation and advancement 
of uniform services. The States, in coordination with the Commission shall ensure 
the preservation and advancement of universal services. Assistance to certain per- 
sons in administering this subsection the States and Commission shall have with 
regard to actually assisting in individuals or entities that cannot afford the cost of 
the telecommunications service or equipment. 

My footnote would be to ask that you put in the record here the 
article from The Wall Street Journal yesterday, *The Lessons of 
AT&T's Cellular Move." 

And I raise the question for you: How can we assure universal 
services if the rights of the States to regulate, to assure that uni- 
versal service is achieved is obliterated by this legislation. 

I will support the legislation, but I urge you to Keep in mind that 
rural America requires that the States maintain a role in assuring 
telecommunications delivery on a uniform basis. Thank you. 

Senator Inouye. Thank you, sir. Senator Ford. 

OPENING STATEMENT OF SENATOR FORD 

Senator Ford. Thank you, Mr. Chairman. I, too, want to com- 
pliment you and Senator Danforth for bringing this legislation for- 
ward. And I have listened to my colleagues talking about small 
town, rural America. 

And we have a witness this momine, Billv J. Ray, who is a 
friend of mine. I know him veiy well. And I hope you will listen 
to the Glasgow story, because it is, I think, significant for small 
communities and what they have been able to do. I think he brings 
something that we all want and something that we should listen 
to. 

And second, Mr. Chairman, after Senator Danforth moved all of 
those who stood in line for tnis hearing away from his office and 
downstairs, I have them all. [Lau^ter.] 

And I think you could not have delivered a message this morning 
anywhere in Washington, DC, because they were ail from the sec- 
ond floor to the basement, until it started raining outside. 

They were even standing in line carrying their bicycle wheels. I 
don't mind that. But Senator Stevens and 1 have been innovative. 
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And so we think maybe next time we have a hearing like this, and 

all the money is gomg to be so that we are going to auction off 

space. [Laughter.] 
And then we will try to reduce the deficit [Laughter.] 
Mr. Chairman, I look forward to this next auction. And we will 

see how many messengers come and bid. [Laughter.] 
Senator Inouye. I think that is a good idea. Senator Lott 

OPENING STATEMENT OF SENATOR LOTT 

Senator Lott. I am anxious to hear the panels, and so I would 
like to defer at this time. 
Senator Inouye. Senator Mathews. 

OPENING STATEBflSNT OF SENATOR MATBEWS 

Senator Mathews. Mr. Chairman, I have no opening statement 
this morning, except to compliment the committee chair and die 
ranking member in bringing this matter to the discussion stage, 
where it seems to me that we are depleting this technology where 
we better be careful that we do not throw the baby out with the 
bath water. 

Developments are comine about so fast that is it difficult to keep 
up with where we are ana why we are where we are. And I just 
look forward to participating in the discussion and helping to shape 
this legislation. Thank you. 

Senator Inouye. Thank you, sir. Senator Breaux. 

OPENING STATEBflSNT OF SENATOR BREAUX 

Senator Breaux. I^ too, commend you, Mr. Chairman, and Sen- 
ator Danforth, for bnnginE the legislation to the attention of all of 
the Members, and obviously all of the affected industries that are 
out there. 

I have looked over the testimony. It sort of reminds me of— the 
theme perhaps could be, for the hearing, something along the lines 
of let me in vours, but stay out of mine. 

I think wnat we are saying is, all of the witness feel that they 
are being restricted, and they want to get into other areas that 
they are not allowea by congressional regulations to get into, but 
they do not want anybody to come into what they are doing. 

That is the complaint we have been having and will continue to 
have, I guess, since 1934. I sugi^ested a long time ago a tele- 
communications commission, which would really look at all of this 
and make a nonpolitical recommendation based on size and tech- 
nology, and then let Congress make the political cut after we had 
the recommendations from a panel of experts as to what is the best 
for technology and science and industry of commimications. 

And then take that recommendation and then make the societal 
and social and political decisions that we have to make. I am just 
really fearful that what we are doing is giving a little, but taking 
a little. 

And we lose the overall theme of what is best for communica- 
tions policy. And that is the real challenge we have. I commend you 
and look forward to the witnesses' presentation. 

Senator Inouye. Thank you. Senator Packwood. 
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OPENING STATEMENT OF SENATOR PACKWOOD 

Senator Packwood. Mr. Chairman, thank you. I have a certain 
sense of deja vu as I look at this problem. I think this is going to 
be an ashes-to-ashes situation. 

I think in 10 years we will be where we perhaps were in 1927 
or 1928 when we passed the Federal Ratings Act to allocate fre- 
quencies because tiiey were overlaying each other. And that is all 
we did. 

I can picture imiversal service, extraordinary competition within 
areas, and all that we will have to do is to make sure that fre- 
quencies do not overlay each other. And maybe some modicum to 
guarantee universal service. 

I can even picture science advancing far enou^ on the fracturing 
of the frequencies that we might not have to allocate them other 
than to protect them as you would a copyright or a patent or a 
trademark, that they would be so numerous. 

Some of the issues we are going to consider are old issues. We 
have been around and around the track on the telephone entry into 
cable. We have been around and around the track on the modified 
final judgment in manufacturing and what should we do. 

We have got some new issues — opening up the local telephone 
company into competition. We have not faced that before. We have 
got some minor long-distance issues in this bill. 

But I hope we all are a£;reed on where we would like to come out. 
I mean, we would like to have universal service and universal com- 
petition and that we do not pass a bill that may deter rather than 
encourage that. 

This is an opportunity for a once in a decade bill. And I hope that 
we do not rush throum it too quickly, and make a mistake, and 
slow down what I think is inevitably coming. 

I might say, the Oregon Legislature this year— and I have to give 
them credit — passed a bill that opens up the local telephone service 
to competition. And a competitor does not have to provide it in the 
entire service area. 

He can pick out a competitive zone. But then, in that zone, the 
local telephone company can go head to head on price, does not 
have to file its rates or services with the public utility commission, 
and we are going to have very quickly some head-to-nead competi- 
tion with the local telephone company. 

And that agreement was reached between the Oregon Public 
Utilities Commission, AT&T, US West, MCI, GTE, and a company 
called Electric Lightwave, which is a competitive access provider. 
They all agreed. 

And so we are going to be into the competitive local telephone 
communication systems service soon. Would, that we could reach 
the same acnreement among the same parties iiere. 

Senator Inouye. Thank you. Before I call upon the first panel, 
I am going to advise my colleagues that if I look a bit flustered, 
I hope you will understand. I am presently testing out a high-tech- 
nology communications system, a hearing aid. ILaui^ter.] 

And I am hearing sounds that I have never heard. ILaui^ter.] 

Senator Breaux. Is that long distance or just local service? 
[Laughter.] 
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Senator Inouye. But it does help. So, with that I would like to 
call upon the first paneL If I am speaking too loud or [Laugh- 
ter.] 

The chairman and chief executive officer of AT&T, Mr. Robert E. 
Allen; the chairman and chief executive officer of Ameritech, Mr. 
William L. Weiss; the chairman of the Electronic Frontier Founda- 
tion of Cambridge, Mr. Bfitchell Kapor; and the vice chairman of 
Comine, Inc. of New York, Mr. David A, Duke. 

Neeoiess to say, we have a most impressive panel, all heavy hit- 
ters. I would like to advise the panel that this is the best attend- 
ance we have had of this subcommittee, I believe, in the last 10 
years. So. I hope you will realized that we all consider your testi- 
mony to be extremely important May I first call upon Mr. Allen? 

STATEMENT OF ROBER T E, ALLEN, CHAIRMAN OF ISE BOARD 
AND CHIEF EXECUTIVE OFFICER* AT&T 

Mr. Allen. Thank you, Mr. Chairman. First of all, Mr. Chair- 
man, I would like to commend you and Senator Danforth for intro- 
ducing S. 1086. 

It recognizes the real importance of the telecommunications in- 
fi'astructure to the Nation, second, the importance of competition in 
enhancing the capabilities and the value of the infi*astructure, and 
perhaps most significant, it provides a fi'amework for testing the 
competition in the one maiket in the telecommimications industry, 
that has remained an entrenched monopoly, and that is the provi- 
sion of local phone service. 

Although my file testimony outlines some additions and suggests 
some changes that we believe are important, I applaud the mrust 
of the bill and the lion's share of its provisions. 

As we contemplate the future of this important industry, we en- 
vision an information age, products and services, that revolutionize 
the way the we live, dramatically changing the way we deliver edu- 
cation and health care, the way we run our businesses and the way 
we entertain ourselves. 

But we cannot be starstruck by the galaxy of possibilities that 
technology promises. We have to deliver the full benefits of infor- 
mation technology to the Nation. We have to deliver the vision of 
the Information A^. 

Turning this vision into reality means even more changes in the 
telecommunications industrjr. The experience of the last decade in 
the long-distance business gives an important guide for the future. 

Competition has transformed the long-distance business. While 
competitive policies have been smoldering for years, the breakup of 
the Bell System ignited the marketplace. And when the Bell Sys- 
tem's local monopoly was separated from long distance and manu- 
facturing, the competition really began to flourish. 

Since then, competition in the long-distance business has created 
wider choices, more innovation, higher Quality, and lower prices. I 
do not think the American public would want to turn back the 
clock. 

Long-distance commimications superhighways are world class 
and getting better. And the reason is simple. It is competition. The 
time nas come to see if we can get the same benefits by introducing 
competition in the local telephone business. 
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There is no local phone competition now. Virtually every person 
in this country must answer ''No" to the following two questions: 
Do you have a choice of companies for local telephone service, and 
can you switch to another company to get better service or better 
prices? 

You compare that to long distance where 16 million customers 
switched long-distance companies last year, in 1992, where 9 or 
more companies offer service in 45 of our 50 States, where 81 com- 
panies offer service in 4 States, and customers in virtually every 
household in every State, rural and urban, can chose among sev- 
eral companies. 

Much is being written about what telephone companies, cable 
companies, and others may be capable of doing and what they may 
be permitted to do. But no one should confuse what might be and 
what could be with what is. 

What exists now is essentially what existed in 1984, a local tele- 
phone company monopoly. Today there are too many barriers to 
entry in the local telephone market and too many obstacles to test- 
ing what the real competition can develop. 

The FCC and a few States have removed some of these barriers. 
But it will take the kind of provisions contained in S. 1086 to pro- 
vide the freedom and the incentives for new carriers to try to make 
it in the local telephone market. 

This might be a good time to set the record straight on some 
misperceptions about cellular calls and the proposed AT&T-McCaw 
merger. And I think this chart will help make it clear. 

Ninety-nine percent of all cellular calls go through the local tele- 
phone company facilities. Only tiiie tiniest fraction, mostly calls be- 
tween cars within a cell — ^as you see there on the left or on the 
right at the bottom, only a small fraction avoid that bottleneck 
cculed the local telephone network. 

In short, without the local telephone company, there is virtually 
no cellular service, either provided by the wireline or the 
nonwireline carriers. For people who claim that the AT&T-McCaw 
merger would cut out the phone companies do not know what they 
are talking about. 

It is not true today and it will not be true for the foreseeable fu- 
ture, if ever. AT&T has no designs — ^I repeat, no designs — on get- 
ting back into the local telephone exchange business. 

But Uie local telephone companies want to get into the long-dis- 
tance business, even though they are still monopolies, and control 
access to the customer. Vfhen real competition breaks the RBOC's 
bottleneck, concern about monopoly abuse should end. And the 
RBOC's should then be free to enter the long-distance market 

Competition has made AT&T a much better company, more effi- 
cient, more innovative, more responsive to customers. Not perfect 
by a long shot, but much better. And I dare say that competition 
would do the same for local telephone companies. 

The companies would benefit. The public would benefit. And I 
think the Nation would benefit. The economic vitality of America 
will depend in part on the capabilities and the efficiency of this 
communications and information infrastructure. 
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We have learned that competition and monopoly do not mix. And 
we have learned that competition is the best safegaard for cus- 
tomer interest and the best guarantor of innovation and value. 

The task ahead is to apply these lessons throughout the commu- 
nications industry for the good of the industry and for the good of 
the Nation. And uiat is why, subject to the important modifications 
described in my written testimony, AT&T is prepared to support S. 
1086. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Allen follows:] 

Prepared Statement of Robert E. Allen 

Mr. Chairman and Subcommittee Members: My name isRobert E. Allen. I am 
Chairman of the Board and Chief Executive Officer of AT&T. I appreciate the oppor- 
tunity to comment on Senate Bill 1086, the Telecommunications Infrastructure Act 
of 1993." and on the broader issues that underlie it. We are encouraged that S. 1086 
has emoraced the pro-competitive message that has been the theme of evolving tele- 
communications i)olicies in this country lor the past 25 years. In particular, we be- 
lieve that competitive forces can spur the deliveiy of the most advanced voice^ data 
and multimedia services to America's citizens in the shortest time frame, without 
burdening taxpavers or consumers with unnecessaiy costs. A competitive maiket 
structure throughout the telecommunications industry will attract private invest- 
ment and entrepreneurial activity, at a pace and degree that the marketplace sets 
and demands. We therefore applaud the Subcommittee's efforts. Subject to the im- 
portant revisions outlined later in my testimony, AT&T is prepared to support the 
lenslation. 

ror telecommunications to evolve into a fiill^ competitive marketplace, govern- 
ment action is needed at three critical stages. First is the role of government in for- 
mulatinff a vision for a competitive national telecommunications infrastructure. Sec- 
ond is tne plan by which tne private sector can be challenged (and encouraged) to 
fulfill that policy. Last is the need for government to step out of the way onoe effec- 
tive competition has developed in the market, so that competition will continue to 
flourish unhindered by artificial government restraints. 

The nation's past experience with competition in the communications equipment 
and long distance markets is a testament to the benefits consumers can expect from 
a competitive local service marketplace. The customer premises equipment maikci 
was the first and easiest to become competitive. Once the FCC determined two dec- 
ades a^ that other manufacturers' terminal equipment should be allowed to be 
used with the Bell System network, the options available to customers proliferated. 
Instead of having a single, expensive black rotary phone as in the past, nomes today 
routinely have several phones (both wired and cordless), an answering machine, a 
computer with a modem, and maybe even a fax or cellular phone — all made by a 
variety of manufacturers, U.S. and foreign. Government no longer regulates the 
price of customer equipment or the terms of its sale; its only involvement is partici- 
pating with industry to develop technical standards. 

The U JS. telecommunications network equipment business has also become fully 
competitive. Before divestiture, the BOCs puix^ased their network equipment from 
their Bell System manufacturing affiliate. But once the Decree severed that captive 
relationship, new suppliers with fresh ideas entered the marketplace. Tlie RbOCs 
now have the ability and the incentive to establish multiple sources of supply, which 
they have done, and to buy their e<iuipment from the manufacturers that offer the 
best combination of features and price. 

In the 11 years since the Decree was aimounced and new conditions such as equal 
access spurred competition in the long distance markets, there has been extraor- 
dinary growth there as well. Hundreds of new carriers have begun providing com- 
peting long distance services at lower prices. Thousands of miles of noer optic cable 
nave l>een put into service across the country by a dozen different carriers. New, 
advaiiced technologies have been deployed in the long distance networks with great- 
er speed and urgency. 

At the same time, foreign product and service markets are not generally open or 
competitive and stand in sharp contrast to the UJS., which leads the gbbal commu- 
nity in allowing foreign-based manufacturers and carriers the opporronity to com- 
pete. Other countries nave been painstakingly slow in allowing tj.S.-ba8ed carriers 
and suppliers comparable access to their markets. This raises important issues of 
^obal symmetry. While sudi international issues are beyond the scope of S. 1086, 
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they will afifect the ability of Congress and the Administration to unleash oonqwti- 
tive forces for the benefit of UJ3. oonsamers and the economy overall. 

Within the U.S., AT&T believes that federal and state policymakers must now 
turn to the one segment of the teleoomnmnications industry that has resisted com- 
petition: the local telephone eidiange. Virtually eveiy customer of local telephone 
ser^oe in the United States today must answer ^o* to these qjuestions: 

Do you have a choice of carriers for vour local telephone service? 

If you want to switch carriers to ootain better kcal service or batter prices, can 
you? 

Compare this experience to the choices available to long distance customers. In 
1992, almost 16 million residential customers switdied long distance carriers, at an 
average rate of 44,000 a day. Nine or more long distance carriers ofTer service in 
46 states, 81 long distance carriers of far service in four states, and in eveiy state 
every customeiv-rural as well as metropolitan— has a choice of multiple carriers. 

If one looks back ten or twenty years, it is clear that the spur of oompetitk>n has 
made AT&T a stronger company: more efficient, more innovative, quidcer to maiket 
and more responsive to customers. A oonqpetitive maiketplaoe is responsible for the 
fact that all long distance carriers and equipment manufacturers have invested 
heavily and successfully in a wealth of new technok>flnes and services. Indeed, a ro- 
bust system of interstate 'Information superhi|^ways^ has already been put in place 
by competing long distance firms. Competitive mairket pressures assure that these 
positive trends wul continue. 

Not surprisingly, in contrast, it is in the monopoly local exchanges where the in- 
frastructure needs are greatest. There is no doubt uiat the LBCs have already in- 
vested a considerable amount in upmding their netwoiks. And they will continue 
to have a key role in developing the local networking infrastructure. Uut until local 
telephone exchanges experience real competition, telephone companies will not have 
the marketplace mcentives they need to invest more wiseW, to oecome quicker and 
more innovative, and to be more responsive to the needs of their customers — ^includ- 
ing their long distance access customers like AT&T. 

If over time, the coUective efforts of policy makers and the industry are successful, 
and if true local exchange competition can be established, the benefits are poten- 
tiallv enormous. Foremost, it would assure — as it has in c^er telecommunications 
maikets — the most effective and efficient deployment of new products, services and 
technologies that offer users wider dioioe at lower cost. It would lead to accelerated 
infrastructure development the grewth of existing firms and the entiy of new finns, 
producing significant new empk>yment. All Americans would benefit as the capabU- 
ity of the nation's communications networks expands and the cost of using it drops. 

Until recently, only the early stirrings of local competition could be felt in the m- 
dustiys far reaches — where entrepreneurial firms such as MPS and Teleport have 
labored. But now there seems to be a serious collective interest on the part of policy- 
makers at the federal and state levels and on the part of the industiy to find out 
if, given the right set of regulatory safeguards and mcentives, local competition has 
thepotential to develop. We support these efforts. 

The FCC has taken some small, but important first steps— by adopting rules or- 
dering expanded interconnection opportumties in one segment of monopoly access: 
'transport*— the link connecting long distance carriers' networks to local teleohone 
switches. These decisions, however, md not authorize conmetition in basic local serv- 
ice, the local loop or local switdiinff. Some states, like Illinois, California and New 
York, have also begun to move in this direction on their own. These are important 
threshold steps, but much more is required to authorize full local service competi- 
tion and tie tnese threads together into a coherent national policy. 

That is where S. 1086 fits in. Your bill addresses some of the essential elements 
we believe are necessary before new carriers wiU be able and inclined to enter the 
local exchange market — such as eliminating exclusive fi-anchises and exclusive local 
telephone company control of ri^ts-of-way. S. 1086 is also on the right path in re- 
quiring interconnection and an unbundled set of service elements (sudi as local 
transport, k)cal loop, switching and other service elements). The bill appropriately 
opens up resale ana sharing of the local carrier's service offerings. 

But tne bill falls short bv not fully addressing two important additional elements, 
which should be added to S. 1086's fist of regulatory objectives: 

Measuring Effective Competition. It is essential that, in creating regulatoiy and 
economic conditions that permit competitive entry, policymakers not assume that ef- 
fective competition inevitid>ly will occur. Many observers believe that basic local 
telephone service may be a natural monopoly— that the economics of the local ex- 
change will preclude multiple firms from entering and investing to provide cus- 
tomers of local service with a genuine choice of providers. 
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We therefore must have agreed upon standarda or metrics at the federal level that 
define effective competition— objective measurements that once met, dearly sigoBl 
that the local market is competitive. If the objective test has not been satisfied with- 
in a reasonable time, it may be an indication that regulators need to try another 
path. It could also mean that further technological developments must occur before 
effective competition is possible. Most importantly, it would mean that the local ex- 
change still is not benefiting finom the operation of the competitive forces that are 
best able to stimulate new technologies and services. Only if we have a way to know 
whether local competition is developing — and, if so, how fast and how extensively — 
wiU we know if we are on the ri^t course. 

A method of measuring eflective competition would also lay to rest the 
misperception being advanced by some in the industry: that the local exchanges al- 
reaay face substantial competition. In this regard, the "metrics" or statistics on local 
competition are stark: the LBCs today exercise near total control over the local ex- 
change and local exchange access services. The current facts are basically un- 
changed since the time of the MFJ: virtually all calls — local, short have long dis- 
tance, cellular and interLATA long distance — ^traverse the local exchange carrier's 
network. The 1987 Triennial Review found that the RBOCs and other local ex- 
change carriers served 99.9999 percent of customers and carried 99.9 percent of 
interexchange access traffic in their regions. These facts are almost unchanged 
today. 

In 1992, for example, 99.86 percent of AT&T's access payments went to the local 
exchange carriers, with only 0.14 percent paid to the competitive access providers 
or "CAPs". Another measure of the local telephone compan/s impact on the long 
distance market is the level of these access p^ments: $14.2 bUlion for AT&T alone 
in 1992, or about 40 cents of every $1 of AT&Ts long distance revenues. See Attach- 
ments A and B. If rules are changed at the FCC and in the states, the CAPs may 
well grow. But, today the local telephone monopoly remains extraordinarily power- 
ful. 

Cost-based pricing of basic network functions. There are stiU significant subsidies 
built into the local pricing structure, much of which is paid by the long distance car- 
riers. The overall subsidy figure may not be nearly as hi^ as is claimed, but it is 
significant enough that regulators need to begin working, now, to rethink how to 
promote the goaf of universal service and protect rural and low income customers. 
A competitive marketplace should be no bar to the continuation of appropriate sub- 
sidies designed to promote universal service, provided they are imposed in an even- 
handed way, are based on financial need, and are administered efTectively. In this 
regard, we believe that any subsidies should generally be provided directly to the 
end user, who will then be in a position to decide which competitive carrier should 
have his or her business. 

Regulatory efforts to address the subsidy issue can and should proceed simulta- 
neously with other efforts to open the local exchange to competition. All these efforts 
will take some time, and they should move ahead. Moreover, the LEC does not have 
to choose between maintaining the current subsidy system and losing profits. Rath- 
er, as regulators address this issue, the LECs have every incentive, in responding 
competitors, to drive the excess, unnecessary costs from their business. AT&T 
learned this lesson in spades from its competitors in the long distance business. In- 
deed, in the long distance market, government did not attempt to remove the his- 
toric subsidies built into long distance rates until a dozen years after competition 
was introduced. Even now, the goal of cost based pricing is elusive, and long dis- 
tance carriers and their customers continue to bear the burden of substantial struc- 
tural subsidies. 

Let me put to rest directly any suggestion that AT&T's planned merger with 
McCaw win impact or otherwise diminish this local monopoly. The AT&T/McCaw 
merger involves a significant amount of stock, and it is certainlv an important part 
of AT&T's effort to advance the day that wireless networks will connect customers, 
anytime and anywhere. But the more critical fact for purposes of this hearing — ap- 
plicable to all cellular services today — is that some 99 percent of aU ceUular calls 
rely on the LECs' facilities. This makes the local exchange networks 'iMttlenedL*' 
monopolies for McCaw and other cellular carriers, just as tney are for long distance 
carriers. AT&T and McCaw do not own any monopoly local exchange facilities now 
and will not as a result of the mei^r. 

Add in the enormous disparity in price (with cellular service costing 400-500 per- 
cent more than local service); the relatively low calling volumes (under 1 percent 
of local calls are initiated over cellular phones); the pending questions about avail- 
able spectrum and service quality — and it is doubtful whether cellular will be con- 
sidered a true alternative to local landline telephone service any time soon. Surely 
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it is not in the foreseeable fotnre-— as the RBOCs themsehes have advised the Jus- 
tice Department, stating: 

'It has been suggested, however, that mobik services are oonveiging with 
landline services * * * Cfiven the vaai iUacrepaim in both price and pnmnt lev- 
eU of penetrations, dired competition [with landline eermcea] is nowhere near 
imminent."^ 

There has been media speculation, neveitheless, that the AT&T/McCaw merger 
noi^t put AT&T in a position to bypass the UBC facilities in the future and link 
directly to its long distance netwoik. The economics simply do not justify this today. 
As illustrated by Attadiment C, ninety nine pment (99 percent) or the cellular long 
distance calls that AT&T carries use ^G faoHties to connect the cellular customers 
to AT&T's long distance network. Moreover, even if direct links to ceUular systems 
were someday established, this would not diminish the local exchange monopoly. It 
would only create an alternative connection finr the relatively few long distance calls 
that originate or terminate on cellular networks, as coo^iared with the vast number 
of calls Irom corded or cordless phones over the local telephone network.^ Nor would 
it impact the long distance market itself. In terms of long distance calling, calls 
originated on cellular nhones account for only one tenth of one percent (0.1 percent) 
of all long distance calling— hardly a dent in the L£Cs' pervasive monopofy power 
over the facilities long distance carriers require to access uieir customers. 

An appropriate set of metrics wiU make it clear when these facts have diansed — 
as they plamly have not so far— and when, finally, it mi^t credibly be oonauded 
that the local exchanges have begun to experience competition. If the local exchange 
evolves into a genuinely competitive marketplace, moreover, there will be a further 
benefit: regulation can be reouced as the k>cal market becomes competitive and the 
MFJ line of business injunctions could be lifted when that competition becomes ef- 
fective. The contentious and distracting debates that arise in tms forum and in the 
court and FCC over its continuance would end. If customers have a real dioice of 
local service providers, there would be no longer any need to exclude the BOCs fix)m 
the long distance and manufacturing markets. But just as experience with monopoly 
required the imposition of MFJ as a pro-competitive safeguu^ only the experience 
of real competition can justify their removal. 

The RB()Cs' reactions to the broad issue of whether the local exdianoes should 
be open to competition have been interesting— and not at all uniform. Of the seven 
RBCiCs, only Ameritech has submitted a proposal to the FCC that it daims wiU 
have the effect of opening its local networks to comjpetition. They are to be com- 
mended for that proposal. But, even that proposal is flaw^ particulariy by propos- 
ing MFJ and other chanses prior to the existence of effective competition. Local ex- 
change competition should be the first priority to buOd the telecommunications in- 
frastructure and keep the communications capabilities of this oAintiy on the cutting 
edfle. 

mstead of working toward competitive local markets, many of the RBOCs have 
opposed competition and waged a campaign for long distance authority or other con- 
cessions. Five RBOCs have asked the FCC to dedare outri^t that it is in the ''pub- 
lic interest" for them to enter the long distance business, despite the continued mo- 
nopoly over local exchange services. 

Ameritech conditioned its 'Srillingness" to become subject to rules for local ex- 
change competition on the simultaneous srant of long distance authority by the 
court. This mdeed hi^lidits the degree of RBOC control over the k>cal exchange, 
for only a monopoly has uie luxury of ''permitting* competition. It also underscores 
the fact that re^latory changes in rules should not be confused with the existence 
of real coinpetition. 

The RBCiCs' onl^ justification for their MFJ proposal is their claim that the long 
distance market is not truly competitive and that, somehow, only entiv by the 
RBOCs can make it so. This is patently false, ana they know it. AT&T has re- 
sponded to the RBOCs' inaccurate and misleading claims bdEbre this Subcommittee 
in the July 14th hearing by letter to the Subcommittee dated August 2, 1993, sub- 
mitted for the hearing record. A copy of that letter is attached to this testimony, 
as Attachment D. 



1 Report of the Bell CompaiiieB on Competitioa in Wirdeu Teteoommnnicstiont (p. 186), dated 
October 31, 1991 and filed with the Department of Jostioe December 13, 1991 in eapport of the 
RBOCs' wirelees waiver request 

sCastomera placed an average BJ2 billion daily minates of local calls ftom conventional phones 
(wired and cordless) in 1991, compared with only 26 nulhon minatee from cellalar phones. In 
terms of percentages, local calling initiated fhxn a cellalar set was on^ V^ of 1 perant of all 
local calling. Moreover, cellalar originates only Via of 1 percent of all long distance calls. 
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In fact, the lonff distance maiketplace is nhaMy competitive. When the MFJ was 
announced in 1982, AT&T was the only truly national long distance networic; and 
while it was the envy of the worid, its netwon principally used the old analog tech- 
nology. The networks of NCI and the other competing carriers were collectively ^Ao 
the size of the AT&T network. These other carriers, moreover, ladied the advantage 
of AT&T's integration with and access to the essential local eidiange networiu of 
the RBOCs. 

After the break-up, AT&T's competitors took the Decree to the bank and the bond 
nuuket — ^literally — and raised the money to expand the capacity of their networiu 
on the strength of the Decree's promise that the RBOCs could no longer abuse their 
monopoly power and favor their long distance affiliate — because while they still had 
the power, they had no affiliate. As a result. FOUR nugor digital fiber networks 
have been built (AT&Ts, MCFs, Sprint's and Wiltel's). EIGHT other laige, regional 
fiber networiu have been constructed. Today our competitors' networics have the ca- 
pacity to readily absorb the nation's long distance demand— even without AT&T. In- 
deed, almost 500 long distance carriers are using this enhanced, competitive long 
distance infrastructure to introduce new services at breakneck speeds. 

AT&T has itself responded, investing over $20 billion on upgrading its own net- 
work — to the point that the AT&T network today is essentially a new, fully digital 
network. We were not directed to do this by government regulators, nor did we seek 
government funding. We made this investment, and wrote off bUlions of doUars of 
analog facilities, for one simple reason: to remain competitive by meeting our cus- 
tomers' expectations. 

During this same period since divestiture, tariffed consumer long distance rates 
of the three major carriers have dropped about 55 percent in real terms when infla- 
tion is factored in. This has been due in part to FCC required changes in access 
pricing, but it also reflects other price cutting by long distance carriers, and the in- 
creased usage of new lower priced services that competition has stimulated. The 
record in long distance demonstrates a clear downward trend. 

In this regard, the access charge reductions are themselves a reflection of competi- 
tion in the long distance market. Lower long distance prices have stimulated in- 
creased usage which, by lowering the unit cost of access to the local networic. How- 
ever, this has led to still lower access charges. These lower charges in turn have 
led to lower long distance prices, stimulating further calling, and so forth. The de- 
clines have not continued m 1993 because the local telephone company access in- 
creases exceeded access decreases for the first seven months of the year.> However, 
this beneficial cycle can resume if competition is able to develop for the access serv- 
ices the local carriers provide. 

The bottom line on the RBOC claim that the long distance market is not competi- 
tive, however, is simply a matter of common sense. One need lode no fiirther man 
the declining prices, the vast array of real choices customers have in selecting long 
distance providers and services, and the extent to which they exercise these choices, 
to know that the market is vigorously competitive. These facts both contrast sharply 
with the current state of the local exchange, and attest eloquently to the infirmi^ 
ofthe RBOCs' claims. 

The lower prices and the impressive degree of infrastructure growth of the com- 
petitive parts of the telecommunications sector in the past decade dramatically at- 
test to tne success of this nation's pro-competitive telecommunications policy. Even 
more importantly, the vitality of our nation s telecommunications industry is driving 
underlying rates of UJS. productivity and growth, increasing jobs and tne strength 
of our domestic economy, and contributing to our nation's competitiveness world- 
wide. 

At the outset, I referred to the need for government to recognize when its competi- 
tive policies have been successful, and the marketplace can take over. The FCCs 
continued pervasive economic regulation of AT&T is one good example of a failure 
to do this. The need to remove these burdensome, counter-productive rules was most 
recently underscored b^r British Telecom's announced investment of neariy $6 billion 
in MCI and its acquisition of veto-power over MCFs mi^r business activities. Surely 
there is no longer any legitimate justification for applyms regulations to AT&T that 
have been deemed unnecessaiy for our competitors. AT&T will soon ask the FCC 
to re-examine these thirteen year old classifications in li^t of current industry com- 
petitiveness. 

This same theme — the need for government to know when competition is woridng 
on its own — guides my next comments on the legislation. AT&T opposes the provi- 
sions of S. 1086 that would require regulators to apply the same interconnection 
rules to the long distance industry that it adopts for the monopoly local telephone 



a See AtUchment D, letter dated August 2, 1993 from T.H. Norris of AT&T to Sen. Inouye. 
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industiy. Tliere is no justification for this. Tlie long distance maiket is already com- 
petitive; the local ma»et is not. llieae rules could require competitors to share pro- 
prietaiy networic technology. Ifbreover, there are no structural or other barriers to 
entry into the long distance maike^ilaoe. Any firm has the option of buOding its 
own netwoik — as many carriers already have— or of reselling services over any of 
the competing long distance carriei's facilities— hundreds of companies do. This is 
not true of the lociu exdiange, where the LEGs wiU continue to control the local loop 
for some time. 

AT&T also obiecU to the CPNI rake in the bill— whkh have both privacy and 
competitive impucations. We have several problems, not the least of wnich is that 
there are no reasons to apply these rules to competitive long distance carriers, even 
if there are reasons to apply them to the local exdiange. We urge that they be sev- 
ered from S. 1086 and dealt with separately. Even if the rules were revised to apply 
only to LECs, they would still create serious problems for AT&T and other long dis- 
tanoe and cellular carriers with reraect to security of our networic and the provision- 
ing and biUing of services. It would also endanger proprietary mariceting informa- 
tion, by requiring its disclosure to our direct competitors. 

The Subconunittee has taken on a significant policy challenge. We at AT&T are 
ready to help any way we can, woridng with you to establish the rules that wiU 
guide the telecomnmnications industiy — and the nation — ^to a more competitive, 
more productive, and more prosperous 21st century. Tliank you for inviting me to 
testify. I would be pleased to answer any questions you may have now or for the 
record. 



ATTACHMENT A— ATAT LONG DISTANCE REVENUES— PAID TO LECS FOR EXCHANGE 
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AT&T Long Distance Revenue: $35.5 Billion 
LEG Access: $14.2 Billion 
CAP Access: $ 0.019 Billion 
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ATTACHMENT B— 19B2 ATAT LOCAL ACCBSS PAYMBNTS— TOTAL: $14^ BILUON 



Local Exchange Carrier 
99.86% 
$14.2 Billion 




CAPS 

0.14% 
19 million 



Approximately .40 of eveiy long distance dollar is paid to local telephone companies 
or competitive access providers for local access. In 1992, AT&Ts local access ex- 
pense totalled $14.2 billion, with 99.86 percent to telcos and .14 percent paid to 

ATTACHMENT C~99 PERCENT OF ALL CELLULAR CALLS USB THE LOCAL TELEPHONE 

NETWORK 
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ATFACHMBNT D— LETTER FROM TOM NORRIS, VICE PRESIDENT, FEDERAL GOVERNMENT 

AFFAIRS, ATAT 

AUGUSr 2, 1993. 
The Honorable DANIEL K. INOUYE, 
U.S. Senate, 
Washington, DC 20510 

Dear Mr. Chairman: During recent hearings before your Subconunittee on S. 
1086, the Telecommunications Infrastructure Act of 1993, James G. Cullen, Presi- 
dent of Bell Atlantic, made several highly inaccurate and misleading statements 
about AT&T's pricing. This attempt to shift the Subcommittee's attention away finom 



Digitized by 



Google 



147 

local exchange competition and the monopoly that his company and the other Re- 

E'onal BeU Operating Compeuoies (RBOCs) ei\joy in local telecommunications must 
i corrected. 

Mr. Cullen confused the issues raised in S. 1086 by selecting an issue that is inor- 
dinately complex, even to those in the industry. Specifically, he testified that the 
local exchange earners (LECs) reduced access diams to long distance carriers, or 
DCCs, by approximately $250 million and that AT&T did not rSduce its lon^ distance 
prices by a comparable amount. In fact, over the recent period reflected m AT&T's 

Srice cfaianges, LECs increased their switched access chaiges to DCCs by $20 mil- 
on.^ Mr. Cuuen's statement is therefore not only a gross overstatement, it is also 
completelv contrary to the actual direction of LEG access pricing. 

Mr. Cuuen's first mistake was to use a single access reduction to disguise multiple 
recent DCC access charge increases and then blaming lonst distance carriers for fail- 
ing to pass throu^ reductions we never received. He furtner misled Members of the 
Subcommittee by blaming AT&T for failing to pass throu^ 100 percent of the fic- 
tional DCC access reduction. In fact, of course, AT&T pays only about 60 percent of 
DCC access chaives and could hardly be expected to account for the entire reduction 
even if there had been one. The basic fact remains that the access charges in recent 
LEC fUinffs have increased, not decreased, AT&T's access expense. 

Mr. Cuilen's testimony also included a chart fiiom the Februaiy 1993 issue of 
Business Communications Review (BCR) which he claimed showed the DCC indust^ 
is engafped in oligopolistic pricing. He selectivelv used a chart but failed to inchide 
the entire article, which would nave disproved tne precise point he sou^t to make. 

Had he done so, the Members of the Subcommittee would have seen that '1>asic 
long distance charges" as defined by the author, are the undiscounted per minute 
rates for AT&T Megacom. MCI Prism 1 or Sprint Ultra WATS for a typical" cus- 
tomer with 1,000 hours of daytime traffic per month and include the cost of Tl ac- 
cess 24 voice grade lines) at one end. 

The very point of the BCR article was to inform business telecommunications 
managers that there is substantial competition for such services and that they can 
and should negotiate discounts off these Ibasic" rates. The author wrote, Tariffed 
or not, toda/s basic long distance service prices are just a skarting point (my empha- 
sis) in determininff what your particular company mi^t pay. This point is con- 
stantly reiterated tnrou^out the article with further statements such as 'l>ase rates 
are just the 'sticker price'; pricing plans and special deals make the difference." 

l4or are customers for the serrioes whose base rates were charted representative 
of customers in seneral. But, in any case, every residential and business customer 
has a plethora of discount plans available, from AT&T's i plan to Sprint's The Most 
to MCi's Friends and FamiW to Tariff 12 and its clones. Customers have unique re- 
quirements, and Mr. Cuilen's implication that long distance pricing can be described 
accurately in one chart shows either a deliberate attempt to confuse or a gross mis- 
understanding of how long distance competition works. 

If Members of the Subcommittee and other policy makers are distracted by spe- 
cious arguments such as Mr. Cuilen's, they will fail to focus on the real problem 
and public policy need— the alienee of competition in the local information infra- 
structure. It is noteworthy that nowhere in his testimony or rebuttal did Mr. CuUen 
refute the fact that the entire DCC industry is totally dependent on the LECs for 
access to our customers. Well over 99 per cent of AT&T^ access expense in 1992 
went to the LECs; only $19 million out of $14 billion, or 0.14 percent, went to their 
competitors while 99.86 percent stayed with the LECs. 

The debate in Congress is, properly, how to ensure that competition flourishes in 
all segments of the telecommunications and information industry. Competitive con- 
ditions already exist in the interexchange industry and need to be established, if 
possible, in non-competitive segments — notably that of local exchange telephone 
companies. 

AT&T looks forward to contributing to the fact-finding and deliberations of the 
Subcommittee and full Committee. You may rely on us to furnish facts as clearly 
as we know how. 
Sincerely, 

Tom Norris. 



Attachment A — Below are LEC access expense changes that have an impact on 
the entire LEC access customer base. AT&Ts Price Cap Regulated Basket 1 and 2 



^A $250 minion reduction in switched acoesB chain to the DCC indostiy was made as part 
of the LEGS' annual tariff filing effective Jvdv 1, 19ra. Hot the $260 million number redoctioii 
in carrier switched access was more than oflaet 1^ $270 million increases in i 
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Services are a subeet of this total. LBC access charge changes afifecting AT&Ts 
Prke Cap Regulated services are referred to as 'Delta Y", and serve as input to 
ATkTs Price Cap Indices (PCT). ATkTs PCI is typicaUv ujpdated twice per year 
to include accumulated LEC access changes, inflation (6NP-PI). and FCC sanctioned 
exogenous cost adjustments. Delta Y is computed usinff 1992 Base Period Price Cap 
volumes and is relegated to AT&Ts Price Casp Bassets using an ''As AUocate(r 
methodology consistent with FCC Docket 87-313 rules. 



SirtclMd MCMS ctorit tkngm 


Eificlivi dtit 


■HNtrfdolMf 


LEC information dati tMst 

G1E CCl incTMSt (Trans. No. 778) 


Fully deployed mid-1992 

April 2. 1993 

May 1. 1993 

July 1. 1993 

July 1, 1993 


$100 
$33 


LEC 800 number portability 


$74 


LEC annual access filing 

General support costs reallocation and uni- 
¥»rsal service fund adjustments. 


($250) 
$63 


Sum of access charge changes 





$20 



LBCs reduced total access expenses by $184 million in their annual filing. The 
net reductions to industry switcned access services were $250 million, apportioned 
to switched access categories as follows: carrier conunon line charges reduced by 
$229.1 million, switched traffic sensitive charges reduced by $21.1 million. (Note: 
LBC Information Database charge changes were absent from AT&T's prices during 
1992) Including the additional access charge changes, industiy switched access ex- 
penses increased by $20M. AT&T has incmded approximately $9M worth of LBC 
switched access charge changes in its recent PCI filing. 

Senator Inouye. Thank you very much, Mr. Allen. May I now 
call on Mr. Weiss? 

STATEMENT OF WILLIAM WEISS, CHAIRMAN, AMERTTECH 

CORP. 

Mr. Weiss. Thank you, Mr. Chairman. I am also pleased to be 
here to present the views of the seven regional companies on Sen- 
ate bill 1086. 

We commend the sponsors for their vision that greater infra- 
structure development is needed to bring advanced telecommuni- 
cations services to broad segments of our society and to give con- 
sumers more choice. 

We support the legislation's reliance on competition and private 
investment to do this. As much as we applaud these goals, we do 
not believe that the proposed bill in its current form will achieve 
those goals. 

This industry is rapidly realising. This yearns proliferation of 
new coalitions and the court decision striking down the video pro- 
gramming ban confirm this. What is needed is a comprehensive re- 
vision of telecommunications policy to govern this dramatically 
changing industry. 

We believe the solution is based on opening all parts of the tele- 
communications marketplace to even-handed competition. 

Let me state that there is competition in the local exchange. To 
say otherwise is to perpetuate a mjrth. The local exchange business 
comprises many elements: business telephone systems, residential 
and business exchanges, cellular telephone systems, and inter- 
connecting circuits ana networks. 

Now, some parties attempt to define the state of local exchange 
competition by who provides dial tone. This simply shifts the atten- 
tion from the real situation that exists today. 
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Let me give some examples of how competition really works. 
Large businesses generate a tremendous volume of local traffic, 
mostly within their own leased or purchased systems, local ex- 
change business systems. 

And I must tell vou that AT&T and other competitors dominate 
this portion of the local market In providing the dedicated connect- 
ing links between the local exchange switching machines and the 
long-distance network, other companies already provide more than 
3 out of every 10 circuits that are established. 

Fi% percent of local business toll services are handled bv the 
lone-oistance carriers. Seventy-five p^ercent of local 800 toll free 
calung is carried by long-distance carriers. 

Consumer choice is vmat this all about. In many elements of the 
local exchange wide consumer choice exists today. It is time to 
make choice available to consumers in all markets of this industry. 

With AT&T's $12.6 billion acquisition of McCaw it will instantlv 
become the largest cellular provider in the United States and will 
move further into the local exchange. 

The acquisition enables the company's largest carrier to become 
the end-to-end service provider, not iust to large businesses, but 
also to high-volume sophisticated local customers. 

There is also the matter being discussed currently of AT&T cable 
alliances. This vision, as articulated by AT&T, is communications 
any where, any time, any place. 

Clearly, the long-distance, cable, and local exchange markets are 
converging quickly, but they are still in limited hands. 

Consumers want more choice in end-to-end providers. The pro- 
posed legislation must be modified if all consumers are to receive 
even-handed treatment and over time their service in all serving 
areas is not to be impaired. 

This legislation provides no significant relief fit)m a long-distance 
ban. Today, the restriction discourages us from bringing advanced 
services such as Ameritech's Wisconsin Health Information Net- 
work to less populated areas. 

The long-distance carriers claim we will dominate them or the 
market if this ban is lifted. When we would start with zero percent 
of this market can anyone seriously believe that argument? 

The sum of it is this: We too are investor-owned and we are com- 
peting with all other businesses for investment capital. We are not 
asking for handouts or for protected markets, but we do believe 
that we should be given the opportunity to compete for the re- 
sources or funds necessary to better serve our customers through 
an upgraded local exchange infrastructure. 

Universally today analysts and commentators are calling for the 
restrictions to be overturned, to be eliminatod. As Judge Ellis wrote 
in his decision striking down tiie video programming oan "^here is 
no more draconian approach to solving the problems of potential 
anticompetitive practices by telephone companies than a complete 
bar on their entry into that industry." 

That finding applies with equal force to the long-distance and 
manufacturing restrictions of the MFJ. We ui*ge the subcommittee 
to modify S. 1086 to provide consumers the benefits of increased 
competition in all aspects of the telecommunications market 

Mr. Chairman, thank you. 
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[The prepared statement of Mr. Weiss follows:] 

Prepared drATBMENT of William L. Weiss 

My name is William L. Weiss and I am the Chairman and Chief Executive Officer 
of Ameritech Corporation. I am here today to present the views of the seven regional 
telephone companies regarding S. 1086. 

Tne reffional companies commend the sponsors of S. 1086 for recognizing that the 
rapidly cnanging tcfchnology of telecommunications has outpaced the abimy of the 
current regulatory framework to guarantee that the wide variety of services aniving 
in the marketplace will be available to all consumers. We agree that the worid of 
telecommunications in the future should be focused on customers — customer dioice, 
customer needs, and customer access to new products and ser^ces. 

Developments in the marketplace, including the recently-announced aocruisition by 
AT&T ofMcCaw, are leading to a society in which certain customers will have bet- 
ter access to new technologies than others. The Subcommittee recognizes this prob- 
lem and is rigjit to addross it because, as S. 1086 states, "greater infrtutructure de- 
velopment is needed to bring advanced telecommunications services to small busi- 
ness, disadvantaged, residential, low-income, educational, medical, and rural users." 

My testimony today, on behalf of the seven regional Bell companies, is to reassure 
you that we have been, and will continue to be, concerned about customer access 
to quality service. But the solution currently proposed bv S. 1086 wiU damage the 
long-term goal of (juality, affordable service by placing the Bell companies at a se- 
vere competitive disadvantage. 

We beueve that the local exchange companies are well-positioned to build an in- 
frastructure that provides these services, particularly to those consumers identified 
by the legislation as most in need. Unlike other providers in the marketplace, we 
have a tradition of providing universal service. However, if we are to continue to 
meet the challenge of improving services for those oopulations the legislation seeks 
to help, we must oe able to fully serve the entire information maiketplace. 

The vision of the legislation is futuristic, but its solution — which relies on maiket 
distinctions that no longer exist — ^is a reUc of the past. By imposing considerable 
new competitive risks on the regional companies without giving us the opportunity 
to compete, S. 1086 will have an efTect precisely opposite that intended by the spon- 
sors. It will retard investment in the information infrastructure and, as a con- 
sequence, virtually guarantee that the ^ap between the information haves and have- 
nots will continue to grow. The very citizens that this biU seeks to help may instead 
be relegated to the backwater of the Information Age. 

The regional companies believe that the only way to achieve the Committee's ob- 
jectives is throu£^ full and fair competition in aU segments of the telecommuni- 
cations marketplace, including long distance, manufacturing and cable television. As 
Senator Breaux said at the «iuly 14 hearing: "Let eveiylxxfy compete. If you can do 
it, do it. That is what America is about." 

A recent study demonstrates dramatically the benefits that will be achieved if this 
Committee introduces equitable competition in the telecommunications industry. In 
a July 1992 study, A. D. Little had identified over $36 billion in annual cost reduc- 
tions that could be achieved in the health care arena from the implementation of 
just four telecommunications applications. Long distance applications represent a 
significant part of the $36 billion savings. 

As part of the process of implementmg the MFJ, the UJS. was divided into 197 
Local Access and Transport Areas, or LATAs. The Bell companies were prohibited 
from providing telecommunications services between LATAs and are therefore lim- 
ited in their ability to achieve these large health care savings. 

The cost reductions identified by A. D. Little are significant. Achieving them 
would dearly help control the spiraung costs of health care in this country. By per- 
mitting the Bell companies to compete for the long distance telecommunications 
business, you would permit them, working with health care providers, to assemble 
services needed to achieve these, and possibly greater, cost reductions in the health 
care that is so vital to us as a nation. 

Also, the prestigious WEFA Group released an analysis entitled The Economic 
Impact of Eliminating the Line of Business Restrictions on the Bell Companies." 
The study forecast the economic impact of entirely and permanently eliminating the 
MFJ restrictions from the Bell Companies and the video programminff restriction 
in the Cable Act from all local telephone companies. It also assumed that all tele- 
communications providers would compete under equivalent terms and conditions. 

WEFA projected that this relief would generate an additional 3.6 million jobs over 
the next ten years— jobs that are spread out across all states and all minor industry 
groups. It also projected $247 billion in added real GDF by 2003 and $630 billion 
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in gains to oonmunen over these ten vean, freeing up a comparable amount of dis- 
posable income for purdiases of otner products and services. Tlie study dem- 
onstrates that full and fair competition in the telecommunications maiket will cre- 
ate jobs and benefit consumers. ^^ 

Based on widely respected economic models, the WEFA analysis found that com- 
petition resulting fiom line-of-business relief would bring these results: 

• Lonff distance toll rates would fall 50 percent from baseline, saving customers 
over $490 billion over the next decade. 

• Cellular rates would fall 16 percent from baseline over the first five years fol- 
lowing relief, saving more than $25 billion by 2003. 

• Cable prices would decrease almost 25 percent fiiom WEFA's baseline forecast 
for the ten-year period, saving consumers neariy $75 biUion by 2003. 

For these reasons, S. 1086 should be recast to conform to the basic construct envi- 
sioned by the study. 

Telecommunications providers, other than the Bell companies, already are free to 
compete outside their traditional businesses. Long distance carriers are offering 
local services in competition with the regional companies and oliher local e»^ange 
companies, and they nave been quite successful. In the five states that we serve at 
Ameritech, long distance carriers now provide 50 percent of the local toll service pro- 
vided to larger business customers. These carriers have also successfdly tuveted 
800 toll-free services. In four years, we have lost 75 percent of our local 800 Dusi- 
ness. not because we are poor business people, but because the carriers could padc- 
age local and long distance 800 services and we cannot. The MFJ lonff distance re- 
striction permits the regional companies to provide only local 800 t^-free service, 
onlv a piece of what customers want. 

Several national cable operators, most notablv Time Warner, have stated their in- 
tention to offer local telephone service over their cable facilities. And AT&T has 
been holding talks with the nation's largest cable companies about linking cus- 
tomers into one big networic, which would include allowing customers to jdione one 
another throu^ their cable unes. 

The regional companies ask only for the opportunity to compete on an equal foot- 
ing in the long distance, cable, and other markets from wmch we are currently 
barred. We are not asking for special privileges or wholesale deregulation in these 
businesses; we only want the chance to compete fully. 

There are subtle but important regulatoiy practices that must be changed for 
there to be fuU and fair competition. Depreciation and capital recovery practices 
among cable companies, telephone companies and long distance compames vary 
widely today. This is dimcult to justi^ where the companies use the same type of 
equipment to ofTer the same services. For example, the companies all use fiber optic 
transmission facilities, but each depreciates the fiber over different time frames. 

As between carriers there is disparity. The FCC permits the long distance carriers 
to depreciate their plant over shorter periods than it permits the local companies 
to use. Such disparities amonff competitors simply is not proper in a fuUy competi- 
tive maiket. Thus, S. 1086 should require parity on all such items among tele- 
communications competitors. 

The existing networics operated by the regional companies, with their tradition of 
universal service, are the most likely supplier of advanced services to the mass mar- 
ket. We want to upgrade our networks to provide voice, data and video service to 
all customers. But as competition intensifies, we need the opportunity to compete 
for new services that wiU provide the sources of funds for the necessary infrastruc- 
ture upgrades. 

Universal service has been achieved through a conscious and intricate system of 
subsidies. This has been critical in the past to bring services to economically dis- 
advantaged customers and to millions or rural customers. The problem is that the 
existing sy^stem was created when AT&T had monopoly control of local and long dis- 
tance services. That is no longer the case and, as competition spreads to all sectors 
of the telecommunications marketplace, sustaining subsidies from competitive serv- 
ices will be increasingly very problematic. 

The issue of continued suraidies is significant. A recent study by the UJS. Tele- 
phone Association estimated that local telephone service is subsidized in the amount 
of $20 billion annually. It identified the sources of these subsidies as large and so- 
phisticated business customers and toll rates. It is the large customer and the long 
aistance carriers who have the competitive choice today to leave the public network. 
And they are making those choices. 

S. 1086 must also deal with the remaining subsi(^ issues in ways that are specific 
and that spread the burden evenly over uie entire telecommunications inoustiy. 
Part of the answer is to free the BeU companies to enter any maikets they seek 
to enter. This will allow them to maximize their efficiencies and to lower the costs 
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of providing some currently subsidized services. Moreover, it will stimulate the mar- 
ket as shown by the WEFA study and lower consumers' overaU telecommunications 
expenditures, as compared to retaining the restrictions. 

Universal service is clearly in the national interest and is largely accomplished. 
It must be maintained so the promises of the Information Age can reach all Ameri- 
cans wherever they may choose to live and work. But, ultimately we must recognize 
that the burden currently borne by the local telephone companies cannot be sus- 
tained "as is" in an increasin^y competitive local exchange business. 

This legislation, by increasing competition in the local exdiange, would only accel- 
erate that trend just as occurred with 800 services. While some have aigued that 
this threat to universal service should forestall further opening of the local tnisiness, 
we think the better view is simplv to allow us the finsedom to compete for new 
sources of revenue to replace those lost to local competition. As described more fuUv 
below, removing the entry barriers from long distance, manufacturing, and cable tel- 
evision will have benefits for consumers. If there are aiw Ungering doubts about 
whether the reg[ional companies could unset the terms ofcompetition in the busi- 
nesses from which we currently are excluded, these concerns are best dealt with 
throu^ focused regulation and safeguards, not entiy restriction. 

Long distance raief. Our entiy into long distance would brinff immediate benefits 
to consumers in the form of greater choice and lower prices. No one can deny that 
the long distance business could stand a healthy dose of price competition. Recently, 
AT&T raised its prices by 4 percent, and MCI and Sprint quiody followed suit. 
These increases occurred at a time when local exchange companies had decreased 
access prices. Our entry would invigorate competition in this business. 

In addition, elimination of the long distance ban is essential to achieving the Sub- 
committee's vision that advanced services be available to all customers, wherever 
they reside. The current restriction requires the regional companies to build sepa- 
rate facilities in each calling area if we seek to provide advanced services requiring 
data base storage and retrieval. These facilities could include data base applications 
for distance learning, remote health care monitoring and telecommuting. It is on^ 
economically feasible to build these separate facilities where enou£^ people in the 
calling area will use the new service to cover the cost of buving, installing and main- 
taining the equipment. Less populous areas may lose out. If we could share facilities 
between calling areas, for example, bv building a center in one city to serve an en- 
tire state or region, new services could be brou^t more quickly and cheaply to ev- 
eryone. 

AT&T and the other long distance carriers object to our entry into long distance 
before it has been demonstrated to their satisfaction that there is effective competi- 
tion in the local exchange. In fact. Sprint has gone further and aigued for a ten- 
year moratorium on our even asking for relief. These complaints are nothing more 
than self-serving attempts to prevent competition, not to serve consumers. Because 
market exclusions by definition harm consumers, the lonj^ distance restriction was 
designed to go away once there was no substantial possibility that we could use our 
manet power in the local exchange to impede competition in the long distance busi- 
ness. Significantly, despite what tne carriers may claim, the decree does not require 
that there be local competition in order for relief to be given. MFJ relief can be 
granted if there is a set of rules that requires us to compete fairly and not take 
advantage of our ownership of local facilities. 

The regional companies now have percent of the long distance business we seek 
to enter, and would be competing against dozens of companies, including three very 
prominent competitors. No one could seriously believe that we could somehow drive 
AT&T and the other carriers out of this business. Moreover, if the re^onal compa- 
nies have so much power in the local exchange to dominate other services, how have 
the carriers taken naif the business in toll? How could we have lost 75 percent of 
our local 800 business if our power in the local exchange was as great as the car- 
riers claim? The fact is that the harms the carriers complain of are sheer specula- 
tion. Their dire predictions did not come true with customer premises equipment, 
with cellular, or with information services. It is time to remove the long distance 
restriction and let customers reap the benefits of increased competition in that busi- 
ness. 

Manufacturing relief. In 1991, the Senate overwhelmingly passed Senator Hol- 
lings' bill to provide relief from the manufacturing ban of the MFJ. Manufacturing 
relief is even more important now than it was in 1991. The announced acouisition 
of McCaw by AT&T raises the specter that AT&T's manufacturing arm will favor 
McCaw over other cellular providers in supplvinff it first with new technology and 
features before they are maae available to AT&T/McCaw's competitors. 

Information services. The regional companies' ability to offer information services 
has been exhaustively litigatod in the district and appellate courts. The regional 
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oompaniefl have been ofleiinfl information services on an unrestricted basis since the 
ban was removed in 1991. Ilie speculative fears of domination and monopolization 
made by opponents of relief have not come to pass. The maiket is woridng and we 
ui«e the SuDoommittee not to tanq>er with it. 

CabU rdirf. Last month, a federal district court strode down the ban on telephone 
companies' provision of video programming in their ser^ce areas as an unconstitu- 
tional infiringement on the companies' ri^ts of free speedi. Hie court's action was 
in harmonv with the Subcommittee's intention to remove the restriction in this leg- 
islation. We would welcome an affirmation of the court's decision in any legislation 
in order to avoid the enense and delay of appeals from the couif s order. 

Judge Ellis wrote in nis decision striking down the video propramming ban that 
"there is no more draoonian approadi to solving the problem orpotentiar anti-com- 
petitive practices by telephone companies * * * than a complete bar on their entiy 
mto that industry. Althou^ he was writing about cable television, his holding ap- 
plies with equal force to the lonff distance and manufacturing restrictions (U the 
MFJ. It is time for Congress to find less drastic means to protect against speculative 
harms to competitors that mi^t occur horn our entiy into currenw foriiiaden busi- 
nesses, particularly given the very real benefits that are being demed consumers by 
our foreclosure finom these businesses. 

In conclusion, the regional companies want to woric with the Committee to imple- 
ment the vision of this legislation. But its terms must be modified if it is to be suc- 
cessful in realizing that vision. S. 1086 wiU only make it harder for the regional 
companies to bring advanced services to all consumers. 

The solution is not the unbalanced competition set out in the draft. The answer 
is to fi^ee the marketplace to best serve all customers by opening up all markets to 
idl competitors. The companies with the best products and the most efficient net- 
worics will be successful, and in the long run, all consumers wiU win. Tliat is what 
the regional companies want. We think that is what the Subcommittee wants. We 
stand ready to woric with the Subcommittee to adiieve that objective. 

Thank you. 

Senator Inouye. Thank you very much, sir. May I now call upon 
Mr. Kapor? 

STATEMENT OF MITCHELL D. KAPOR, CHAIRMAN OF THE 
BOARD, ELECTRONIC FRONTIER FOUNDATION 

Mr. Kapor. Chairman Inouye, Senator Danforth, members of the 
committee, I want to thank you for the opportunity to come before 
you and commend you for taking such a strong interest in tele- 
communications infrastructure modernization. 

I am the chairman of the board of the Electronic Frontier Foun- 
dation. The EFF is a nonprofit public interest group whose mission 
it is to ensure that new electronic highways enhanced free speech 
and priva^ ri^ts and are accessible to all segments in society. 

The EFF actively builds coalition and consensus among pumic in- 
terest organizations, consumer groups, computer and communica- 
tions firms, and cutting edge providers of new information services. 

For those of you who do not know me, I am also the principal 
desimer of the Lotus 1-2-3 spreadsheet program, and I served as 
the CEO of Lotus Development Corp. from its founding until 1986. 

Properly implemented, the growing information and communica- 
tions mfrastructure is the basis for nothing less than a media revo- 
lution as important as the printing press, offering as yet 
unimacdned opportunities for building and revitalizing communities 
and helpine businesses maintain their competitive edge. 

But we Know to achieve these benefits we need more capacity 
than is available in today's telephone system and we need more 
than 500 channels of cable television onering just entertainment, 
news, and sports. 

Today's pnone systems does not have the capadly to enable us 
to exchange multimedia information. And 500 channels fail to meet 
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our real needs if they only allow one-way distribution of informa- 
tion from the network operator. 

And if that information is purely selected by the operator, the 
interactivity that is critical for educational services, the library ac- 
cess, the online medical assistance, for telecommuting or rural 
business connections, and for the next generation of multimedia en- 
tertainment it cannot be accommodated in a one way system or one 
with other limitations on its use. 

So, our vision is one that promotes a rich diversity of information 
sources and new applications, that creates new entrepreneurial op- 
portunities and is resistant to the monopolization of information 
channels. 

We have given a name to the concept that ties together these 
goals. We call it "open platform service." It has four very simple 
points to it. 

First, open platform services must offer widely available 
switched digital connections, point to point, anybody talking to any- 
body else, not just predetermined channels. 

It must be affordably priced. It has to be open to everyone with- 
out discrimination as to the content of the message. And it has to 
have sufficient upstream capacity to let the users themselves origi- 
nate as well as received good quality video multimedial services. 
Open platform services will provide the onramps for the Nation's 
growing information superhienway. 

Congress has the responsibility to see that the national informa- 
tion infrastructure emerges from today's telephone and cable net- 
works. 

The Clinton administration has shown a ereat deal of interest in 
the Nil, but we know that there is no way the Federal Government 
can or should build the national information infrastructure. 

The task of actually deplo}dng open platforms must be accom- 
plished by the private sector. If not, the groundbreaking applica- 
tions and systems which have already been developed througn Gov- 
ernment funding such as the Internet will never be accessible to 
the vast migority of the population. 

So, what can Congress do? In my optimistic moments I am al- 
most persuaded that policymakers do not have to do very much at 
all. If all goes well, telephone and cable industries will be per- 
suaded by the logic of self-interest to build broadband networks 
which are consistent with these ideals of openness. 

The moneymaking opportunities are there. I tell myself, even if 
they are unaware or uninterested in the full range of democratic 
goals. 

On the other hand, a more cautious and pessimistic view sug- 
gests that providers may decide there is more safe money to be 
made by offering more of the same kinds of one-way video enter- 
tainment services we have today. 

Or providers in some parts of the country may make the choice 
to retain full control over the content on the network rather than 
make them open. In that case, all of the potential for the national 
information infrastructure that we have been hoping for will be 
squandered. 

Now, specifically with respect to S. 1086, there are two policy 
goals that I think apply equally in the optimistic and pessimistic 
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scenarios. The first has to do with universal service for the Infor- 
mation Ap^e. 

The principle of equitable access to basic services is an integral 
part of our policy. We support the notion already in S. 1086 Uiat 
all providers should share in the cost of maintaining universal 
service. 

We also hope that a forward-looking definition of universal serv- 
ice, including multimedia information service access capabilities 
will also be incorporated in the legislation. 

In other words, we have to move from plain old telephone service 
to plain old digital service. Equity also demands that these services 
meet the neeas of people with disabilities, the elderly, and other 
groups with special needs. 

Second, we need a new common carriage regime for the Informa- 
tion Age. We have to reshape common carriage duties for new me- 
dial environments. 

The technology is converging, industry structure is changing. 
Telephone companies who were the traditional providers of com- 
mon carriage services are moving closer to providing video. 

Cable television, which would function as program providers, are 
showing great interest in offering telecommunications services. 

Here is what we suggest: Any carrier that is willing to offer open 
platform services as I nave described, on a nondiscriminatory baisis, 
should be allowed to offer video programming as well. 

By allowing any infrastructure provider to coexist in both regu- 
latory categories, the provider would be encouraged to invest in 
both expanded entertainment services and at the same time make 
real contributions to the development of the NIL 

EFF proposes that the price for participating as both a video pro- 
grammer and telecommunications provider would be willingness to 
offer true open platform services on the telecommunications side. 
We would like to see S. 1086 amended to include this provision. 

The recent judicial action casts some doubt on the constitutional- 
ity of absolute crossownership bars. We believe that strone statu- 
tory safeguards are constitutional and are certainly required where 
content and conduit services are provided by a single network 
owner. 

The very existence of open platform services is itself the most im- 
portant step to promoting diversity of information. Shaping the ar- 
chitecture of the new Nil in a way that promotes easy access for 
all programmers is the most important safeguard of all, if the goal 
is diversity and fair access. 

My third point has to do with the more pessimistic scenario. We 
believe competition is necessary, absolutely necessary, but not al- 
ways sufficient to ensure adequate infrastructure for all. 

S. 1086 wisely recognizes this. Policvmakers must not assume 
that the open platform vision I have laid out is self-executing in all 
circumstances. Section 6 of the bill provides that the FCC has the 
authority to mandate infrastructure deployment to meet open plat- 
form standard if it is shown that competitive forces are not making 
such services available. 

We would suggest a proactive regulatory process to have tariffs 
filed for affordable digital services. If the tariffs are inadequate or 
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if there is some other market failure, then the FCC would be au- 
thorized to intervene under the authority granted in section 6. 

We believe this is a less intrusive approach in that carriers are 
allowed to come forward with plans suggesting the ways in which 
they will meet the needs for open platform services. 

Mandatory authority would only come into play if it is shown 
that the needs as outlined in section 6 have not been met 

In conclusion, the prescription here is not a heavy regulatory 
hand. Where the market is delivering the necessaiy services, inter- 
vention should be minimal. But merelv lifting existing line of busi- 
ness restrictions will not guarantee that the maiket will delivery 
necessary new services. 

I want to thank you again for the opportunity to appear before 
you on this very important issue. 

[The prepared statement of Mr. Kapor follows:] 

Prbparrd Statembnt op MrrcHBLL D. Kapor 

I. INTRODUCTION AND OVERVIEW 

Chairman Inouye, Senator Danforth, and Members of the Committee: I want to 
thank you for the opportunity to come before this committee, and to commend your 
for taking such a strong interest in telecommunications infrastructure moderniza- 
tion p olic y . I am the Cmdrman of the Board of the Electronic Frontier Foundation 
(EFF). EFF is a non-profiL public interest organizaticm whose public policy mission 
is to insure that the new electronic hi^ways emerging from the conveigenoe of tele- 
phone, cable, broadcast, and other communications tedinologies enhance free speech 
and privacy ri^ts, and are open and accessible to all segments of society. To 
achieve these goals, EFF woiks actively to build coalition and consensus among pub- 
lic interest organizations, consumer groups, conqmter and communications firms, 
and cuttinff-edge providers of new information services. For those of vou who do not 
know me, 1 am also the principal developer of the Lotus 1-2-3 spreadsheet program 
and served as the CEO of the Lotus Development Corporation between 1982 and 
1986. 

Over the last two years, EFF has been an active participant in the telecommuni- 
cations infrastructure debate. Our diief concern in the past has been to identify eco- 
nomically, technically, and iKoKtically practical infrastructure improvements that 
can bring the benefits of new information technology to the American public without 
having to wait until the year 2015 for the deployment of a fiber4o-the-nome netwoik 
by local telephone companies. To this end, we have suggested that tedmologies 
whidi enable the deliveiy of video information services over existinj^ ^SPP®'' ^^^ 
phone lines be implemented while fiber optic deployment proceeds, lliis efnnt is still 
vitally important to the development of toe nationls telecommunications infirastruc- 
ture. In this testimony, we take the opportunity to offer a somewhat more long-tenn 
view of telecommunications regulation. 

n. INFRASTRUCTURE POLICY GOALS 

Before discussing the details of the legislation before us, I suggest that we all step 
back from the inter-industiy political squabbles that have k>ng characterised the 
telecommunications policy debate just k>n^ enou^ to reflect on what is at stake in 
the devetopment of tne national information inmstructure (SB), Technological ad- 
vances now put in our readi a daMling array of new information and communica- 
tion capabilities which, if successfully deployed, can revolutionise the wa;^ that we 
all live, work, learn, play, and entertain ourselves. I know that this Comnuttee, oth- 
ers in Congress, the Clinton Administration, state regulators, and private industiy, 
all share the common goal of developing the Nil. 
Tlie findings of S. 1086 carefully sets out these goals: 

(3) advancements of the Nation's telecommunications infivstructure will in- 
crease the public welfare fay helping to speed the deliveiv of new services, sudi 
as distance learning, remote medicfd sensing, and distribution of health infor- 
mation; 

(20) access to switched, digital telecommunications service for all seflments of 
the population promotes the core First Amendment goal of diverse inbrmation 



Digitized by 



Google 



157 

sources by enabling individuals and organizations alike to publish and other- 
wise make information available in electronic form; 

Today I would like to sive you my thouriits on the importance of these two goals 

and ways that they mignt best be realizecL 

A. A Jeffersonicai Vision of the National Information Infrastructure 

Properly implemented, the growing infrastructure is nothing less than the new 
printing press, ofTering as yet unimagined oi)portunities for personal conununica- 
tions, for building ana revitalizing conununities, and for the development of vast 
maikets for tomorrow's information entrepreneurs. The infrastructure can help busi- 
ness to woik more efficiently, realizing global competitive advanta|[e. And if the in- 
frastructure is truly extended to all parts of the country, rural businesses can com- 
pete in maikets previously closed to them. Workers, too, will benefit by being able 
to match their woik demands to their lifestyle needs throu^ telecommuting. 

To achieve these and other benefits, we know that we need more capacity than 
is currently available in today's analog voice telephone system. We also need more 
than merely 500 channels oi one-way cable television. Today's telephone system 
does not have enough capacity to enable us to exchange the multimedia information 
sources that will be the staple of our information diet in the near future. And the 
500 channels whidi many look forward to fail to meet our real needs because th^ 
ohly allow one way distribution of information from the network operator down into 
eaoi subscriber's home. The interactivity that is critical for educational services, for 
library access, for online medical assistance, for teleconmiuting or rural business 
connections and for the next generation of multimedia entertainment, cannot be ac- 
commodated in a one-way system or one with other limitations on its use. 

This is our JefTersonian vision of the information infrastructure: one that pro- 
motes a rich diversity of information sources and new applications, that creates new 
entrepreneurial opportunities, and that is resistant to tne monopolization of infor- 
mation channels and promotes the free flow of ideas. 

1. Promoting Diversity of information Sources and Equitable Access 

Aside from the universal service guaranty, the driving conununications j^licy 
vahie for the last fifty years has been promotion of the maximum diversity of infor- 
mation sources, with the greatest variety of view points. As we move into the multi- 
media information age, we have a new opportunity to shape communications policy 
in ways that promotes maximum diversity m a way not possible in eariier mass 
media such and broadcast and cable television. 

Historically, the print medium has been the most successful at promoting a diver- 
sity of information sources because it allows easy entry as an information provider 
and easy access as an information consumer (a reader). Compared to both ^e broad- 
cast and cable television arenas, print is the vehkle for tne greatest diversity of 
viewpoints and has the lowest publication and distribution costs. Despite the regu- 
latory steps taken to promote oiversitv in the mass media, the vexing problems of 
specUnm scarcity and limited channel capacity have always limited tne variety of 
opinion and information. 

The switched nature of advanced digital netwoik technology offers to end the 
spectrum and channel scarcity problem altogether. Broadcast and current cable 
media have a built in distribution bottleneck because of the limited number of chan- 
nels and the hierarchical nature of the distribution system. An independent content 
producer must always negotiate with the channel owner for the ability to commu- 
nicate with others, m a switched, disital network, of the kind that phone companies 
and cable companies both speak of deploying in the near future, any user can com- 
municate with any other user. The distribution bottleneck caused by having a smaU 
number of channel-holders is eliminated. Thus, anyone with content to distribute— 
whether to one, one hundred, or one hundred thousand users — can do so without 
the permission or advance approval of the carrier. 

2. T?ie Need For Open Platform Services 

To achieve the full potential of new digital media, we need to make available what 
we call Open Platform services, which reach all American homes, businesses, 
schools, libraries, and government institutions. Open Platform service will enable 
children at home to tie into their school library (or libraries all around the worid) 
to do their homewoik. It will make it possible for a parent who makes a video of 
the local elementaiy school soccer game to share it with parents and students 
throu^out the community. Open Platform will make it as easy to be an information 
provider as it is to be an information consumer. 

Specifically, Open Platform service must meet the following criteria: 

• widely available, switched digital connections; 
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• affordabfe prioes: 

• open aooesB to all without diacriminatioii as the oontent of the i _ , 

• sufficient 'Hip-stream* capacity to enable users to originate, as well as receive, 
good quality video, multimedia services. 

Open Platform service itself will be provided by a variety of providors over inter- 
connected networks, using a variety or wires, fiber optics, coax cable, and wireless 
transmission services. But however it is provided, if it is affordabk and widely 
available, it will be the on-raiiq> for the nation's growing information superhi^way. 

B. Puhlie and PrUmte Roies in Infrastructure Devdopment 

Congressional action on the issues raised by S. 1086 is absolutely critical to the 
growth of the National Information Infi-astructure as a whole. This year there are 
a number of lesislative and executive branch actions contemplated in support of the 
NH. Senator HoUings, throu^ 5A, and Congressman Boudier, throu^ H.R. 1757, 
are both working to promote the development of new networiL-based applications for 
the Internet and the NREN. Chairman MariL^, on the House side, nas been hard 
at work on an infrastructure bill which we hope will be introduced veiy soon. Last 
year. Senator Bums, in S. 1200. also showed a desire to woriL for infrastructure im- 
provement The Administration nas indicated that the National Telecommunications 
and Information Administration will also play a role in funding netwoik access for 
local community institutions such as sdiools and libraries. These fundinff initiatives 
are important steps toward making electronic netwoiks more useful to mdividuals. 

But those funding efforts will omy bear fiuit for Americans if appropriate public 
policv and private sector investment succeeds at extending the on- and off-ramps of 
the oata superhi^way into Americans' homes, schools, and libraries. Tliis task of 
actually deploying Open Platforms must be accomplished or the groundbreaking ap- 
plications developed throu^ government and private initiative will never be acces- 
sible to the vast majority of the population. Any suggestion that the government 
mi^t be able to build an Nil throu^ public funoin^ is misguided. The aovemment 
has neither the money, as you know, nor the expertise, to undertake suoi an effort. 
But EFF firmly believes that ^ven the proper regulatoiy environment the private 
sector will buud the kind of mfrastructure that the country needs. However, we 
should recognize that if the infrastructure goals of S. 1086 wiu not be achieved with- 
out comprehensive, legislative restructuring of telecommunications policy. 

in. PUBUC POUCY RBCOMMBNDATIONS 

What can Congress do to ensure that the potential of this technology is realized? 
In my optimistic moments, I am nearly persuaded that policy-makers dont have to 
do much at all. The many announcements of new technology eiqperiments and in- 
creased infrastructure investments by both the cable and telephone industiy cer- 
tainly sugsest that the private sector is rising to the challenge or building new inform 
mation imrastructure. If all goes well these industries will be persuaded oy the logic 
of self-interest to build broadband netwoiks consistent with Jeffersonian ideals of 
openness, even if they are unaware of or uninterested in the fUll range of-democratic 
goals. 

Optimism does not always cany the day, however. If con4>eting cable and tele- 
phone companies have too narrow of vision of what will be successful telecommuni- 
cations services, the countiy will never realize the mat potential that Open Flat- 
form services offer. For example, providers may diecide that there is more safe 
money to be made simply be offering more and more one-way video entertainment 
services. Or, some infrastructure providers in some parts of the country may make 
the choice to retain full control over the content on their networics, rather Uian 
make their networks open to a diversity of information, consistent with Open Plat- 
form principles. If these or other less optimistic scenarios are realized, we would 
simply go from 57 channels and nothing on, to 570 diannels and still nothing on. 
All of^the potential for the NH that we nave been hopinff for would be squandiered. 

Sadly, it does not take much to fail in building the MI. Iriands of progressive in- 
frastructure investment surrounded by a few miaiket failures would lead to infra- 
structure balkanization and of disenfrandiising individuals and organizations in un- 
derserved areas. Moreover, the whole country would be left with an incomplete in- 
frastructure. Therefore, if this committee and the Congress in fact find that infra- 
structure growth and fall access to the information age is indeed important, then 
active steps must be taken to ensure that these goals are realized. 

A. Optimistic View: Achieve Social Policy Goals By Reliance on Market Forces, Fair- 
ly-Shared Universal Service Subsidy, and Appropriate Safeguards 
To the greatest extent possible, it is wise to rely on market forces to deliver the 
services and functionalities that the public needs as part of the National Informa- 
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tion Infrastructure. Federal policy makers should not put themselves in the position 
of mandating a particular technology or of anointing a particular industiy as the 
infirastructure provider of dioice. Rather, Congress snould concentrate on ensuring 
that basic information and communications needs are met, and on creating condi- 
tions for fair competition whidi protect consumers and providers alike. 

In many areas, vigorous competition among enli^tened providers in local ex- 
change maikets mav well lead to the deployment of Open Platform services that we 
believe are essential to a flourishing NH. Where such deployment occurs, regulation 
can be limited to the interconnection requirements and universal service guarantees 
outlined in S. 1086, as well as comprehensive anti-competitive safeguards. 

Dramatic advances in network technology over the last few years promise to 
render obsolete traditional communications industry categories. Technology exists 
today whidi enables telephone companies to offer video programming service in 
competition with cable television providers even without waiting until the year 2015 
for the deployment of a full fiber-to-the-home netwoik. By the same token, cable 
companies are already experimenting with systems to offer both voice and date tele- 
communications services over their networks. EFF believes that this competitive en- 
vironment can be a major positive force in bringing affordable Open Platform serv- 
ices to tihe American public. The competition in video programming could also, of 
course, improve the caole consumer's lot. 

In order to be sure that this competitive opportunity produces real infrastructure 
improvements for the American public, regulation should be structured to meet two 
criteria. 

1. Universal Service Goals for the Irrfbrmation Age 

The principle of equitable access to basic services is an integral part of nation's 
telecommunications policy. From the early histoiy of the telephone netwoik, both 
government and commercial actors have taken steps to ensure that access to basic 
voice telephone services is affordable and accessible to all segments of society. Since 
the divestiture of AT&T, many of the internal cross-subsidies that supported the 
"social contract" of universal service have fallen away. Re-creation of old patterns 
of subsidy is no longer be possible, but serious thought must be given to sources 
of funds that will guaranty that the economically disadvantaged will still have ac- 
cess to basic communications services. 

The universal service guaranty in the Communications Act of 1934 has, until now, 
been interpreted to mean access to ''plain old telephone service" (POTS). In the In- 
formation Age, we must extend this guaranty to include "plain old digital service." 
Extending this guaranty means ensuring that new basic digital services are afford- 
able and ubiquitously available. Equity and the democratic imperative also demand 
that these services meet the needs of people with disabilities, the elderly, and other 
groups with special needs. Failure to do so is sure to create a society of ^formation 
haves and have nots." 

In a competitive telecommunications environment, regulatory paradigms must be 
industiy neutral and treat all similarly situated providers equally. S. 1086 sets out 
just this kind of framework by defining interconnection and universal service fund 
obligations for all entities that provide telecommunications service, regardless of 
which traditional industry category they are associated with. So, a cable television 
company that provides voice or data telecommunications service, would have the 
same obligations as any other telecommunications provider, such as a local phone 
company or a wireless service provider. The scope of these obligations should cer- 
tainly l>e proportionate to the companies market presence, but otherwise, all who 
chose to provide telecommunications services should be subject to the same require- 
ments. We hope that a more thorough consideration of the universal service funding 
mechanisms is included before S. 1086 is reported from this committee. Also, a for- 
ward-looking deflnition of the universal service level, including multimedia informa- 
tion service access capabilities, must be incorporated in legislation. 

2. A New Common Carriage Regime For The Information Age 

In a society which relies more and more on electronic communications media as 
its primary conduit for expression, full support for First Amendment values requires 
extension of the common carrier nondiscrimination principle to all of these new 
media. Common carriage platforms will be critical as the new electronic public fora 
for politics, culture, and personal communications. They are the soap box, the local 
op-ed page, and the printing presses of the Information Age. If all carriers were to 
limit access to their netwoncs based on the content of messages sent, the oppor- 
tunity for free expression in society would be dramatically limited. 

Re-shaping common carriage duties for new media environments will be necessary 
as mass m^ia and telecommunications services converge and reoombine in new 
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formB. Telephone companies, the traditional providers of common carriage commu- 
nications services, are moving closer and doser to providing video and other content- 
based services. By the same token, cable television comimnies, whidi have func- 
tioned as program providers, are showing groat interest in offering telecommuni- 
cations services. The desire of these industries to cross over into new ousinesses can 
be a source of great opportunity to consumers, if proper regulatoiy safeguards are 
put into place. • 

Any carrier that is willing to offer Open Platform services on a nondiscriminatoi^ 
basis should be allowed to offer video programming as well. EFF believes that it 
will be possible to structure a regulate^ regime in whidh infirastructure previdera 
can provide both video programming, and common carrier-like telecommunications 
services on the same netwoik. In framing common requirements for all tele- 
communications carriers, S. 1086 already sug^sts this direction (see Section 5). By 
aUowing any infrastructure provider to co-ezist in both regulatory categmes, tl^ 
provider will be encouraged to invest in both expanded entertainment services and, 
at the same time, make real contributions to the development of the Nil. EFF pro- 
poses that the "price" for participatinff as both a video programmer and a tele- 
communications provider, would be wilungness to offer true Open Platform services 
on the telecommunications side. We would like to see S. 1086 amended to include 
this provision. 

A venerable regulatoiy tradition existe which aigues that content and conduit nro- 
viders must be separated in order to guard against anti-con^etitive behavior which 
could stifle, not enhance, diverait^. Recent judicial action does cast some doubt on 
the constitutionality of such absolute cross-ownership bars. However, strong statu- 
tory safeguards are certainly required where content and conduit services are pro- 
vided by a single networic owner. We would support safeguards in the tradition of 
antitrust law, that allow victims of discrimination to seek remedies directiy from 
carriers. 

The veiy existence of affordable Open Platform services will be the most impor- 
tant step toward promoting diversity of information in the new multimedia environ- 
ment. »aping the architecture of the new Nil in a way that promotes easy access 
for all programmen is the most important safeguard of all, if^the goal is oiveraity 
and fair i 



B. Competition is Necessary, But Not Always Sufficient, To Ensure Adequate Infra- 
structure for All 
S. 1086 wisely recognizes that competition is necessaiy, but not always sufficient 
to promote the widespread availability of advanced inmstructure (See Section 6). 
Despite the virtues of maiketfdaoe competition, policy makera must not assume that 
the Open Platform vision that I have laid out is selr-executing in all circumstances. 
The importance of having an information infrastructure that promotes diversity, 
and that is accessible to tul Americans is simply too great to be left to the vagaries 
of as yet undeveloped maikets. 

Section Six of ST. 1086 provides that the FCC has the authority to mandate infra- 
structure deployment to meet Open Platform standards if it is shown that competi- 
tive forces are not making sudh services available: 

If Stote regulatoiy authorities fail to adiieve the goal of ensuring that tele- 
communications carriers provide consumers in rural markete and noncompeti- 
tive maikete with access to hi^ quality telecommunications netwoik facilities 
and capabilities whidh — 

^1) provide subscribers with sufficient netwoik capaciW to access infor- 
mation services that provide a combination of voice, data, unage, and video; 
and 

'^2) are available at nondiscriminatory rates that are based on reason- 
ably identifiable coste of providing such services, then the Commission may 
take any action necessary to achieve that goal. 
'Xb) Full Effectuation.— The Commissk>n shall have the authoriW to nre- 
empt any Stote or local stetute or regulation, or other Stote or tocal legal re- 
quirement, that prevente the full effectuation of the goal embodied in subsection 
(a)." 
We would suggest, instead, a pro-active regulatory process to have tarifTs for afford- 
able digitol services. If these tariffs are inade^ate, or if there is some other market 
failure, then the FCC would be authorized to intervene, under the authority granted 
by Section Six. We believe this is a less intrusive approach, in that carrien are al- 
lowed to come forward with plans sugsesting the ways in whidi th^ will meet the 
need for Open Platform services. Manoatory authority would only come into play if 
it is shown that the needs, as outlined in Section Six, nave not been met We believe 
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that this proposal is fully consistent with the spint of this bill, and that it will en- 
sure that all Americans have access to Open Platforms services in the near term. 

In order for the Nil to truly benefit Americans, we need more than just transport 
services which will carry bits of data around the country. We need to spur the deirel- 
opment of applications — ^the hardware, software, and services — which will make the 
Nil truly useful to the country. This will not be done merely by lifting re^latoiy 
restrictions on the current carriers. Rather, we have to create oppoitumties for 
small, independent entrepreneurs to develop the Information Age equivalents of the 
PC industries word processors, spread sheets, and data bases systems. In the few 
vears ^at I have been investigating the telecommunications industry, I have 
learned that it is different in many respects from the personal computer industry 
which I came from and helped to found. Perhaps the mosi important difference, 
from a public policy perspective, is that vou cannot build a whole National Informa- 
tion Infrastructure in a garage. Steve Jobs and Steve Wozniak could build the Apple 
II in their garage, on their own initiative. And it was that kind of entrepreneurial 
initiative that gave me and others in the software industry the platform on which 
to build the innovative products and services which enabled the personal computer 
industry to grow from zero to $150 Billion dollars in iust ten yeara. 

We need mat same kind of innovation in the development of new information and 
communications services, but it wont happen unless Open Platforms are in place. 
The development of this kind of platform, nowever, requires more than just a Silicon 
Valley garage, or a small factory in Boca Raton (the birthplace of the IBM PC). The 
development of the Nil requires coordination of many industries — from telephone 
companies, to cable companies, to vdreless providers — which are operating in a great 
variety of urban, rural, suburban, business and residential maikets. Failure to 
achieve consistent infrastructure deployment across the countiy will seriously im- 
pair the usefulness of the new services, and more importantly, will have the effect 
of disenfrandiising those communities and individuals who do not achieve adequate 
service. 

The prescription here is not a heavy regulatory hand. Where the maiket is deliv- 
ering tne necessary services, intervention should be minimal. But merely liftinff ex- 
isting line-of-business restrictions will not guaranty that the market will deliver 
necessary new services. As Section 6 of the Dili notes, regulatory action should be 
authorized to see that a minimum level of connection to the infrastructure is avail- 
able to all areas of the country in the event the maiket does not provide such con- 
nection. We encourage the Committee to be sure that the terms or this section sive 
regulators a clear mandate for action when infrastructure deficiencies are identified. 

IV. CONCLUSION 

I want to thank you again for the opportunity to appear before the committee on 
this veiy important issue. The Electromc Frontier Foundation is committed to walk- 
ing with you, as well as a range of public interest and industry groups to reach con- 
sensus on a new regulatory paradigm that will bring the benents of new information 
infrastructure to the American public. 

Senator Inouye. Thank you very much, Mr. Kapor. May I now 
call on Dr. Duke? 

STATEMENT OF DR. DAVID DUKE, VICE CHAIRMAN, CORNING, 

INC, 

Dr. Duke. Thank you, Mr. Chairman. My name is Dave Duke 
and I am the vice chairman of Coming, Inc. I am currently respon- 
sible for managing Coming's research, development, and engineer- 
ing resources. 

As you may know. Coming invented low-loss optical fiber. I was 
personally responsible for bringing this revolutionary product firom 
the laboratory to Uie marketplace. 

I am here today as a technologist, not as a legal expert, to dis- 
cuss this experience, because I believe in this case the past is pro- 
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believe that many of the obstacles that we faced over a decade 
ago in deploying fiber optic technology in the long-distance market 
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are similar to the ones that we face today in deplo^ne the tech- 
nology in the local loop. I believe the solutions are similar as well. 

We do not need to mandate investment in any particular tech- 
nology, wheUier it be fiber optics or ISDN. Before I get into the de- 
tails of S. 1086, 1 would like to provide a little histoiy. 

Coming, along with Bell Laos and others, bemn research into 
optical fibers in the mid-1960's. Most were ready to pive up by 
1970, but Coming scientists persisted and made the primary opti- 
cal invention later that year. 

Then the commercial fun beean. Coming had to convince reluc- 
tant customers to use glass fiber instead of copper wire in tele- 
phone systems. Our customers just did not buy it. 

AT&T, which owned most of the telephone line in America at 
that time, said it would be 30 years before its telephone system 
would be ready for optical fiber. 

Finally, in 1982, after Government action clearly established 
competition in the lone-distance market, the commercial break- 
through happened. MCI took the risk and placed a 100,000-kilo- 
meter order for a new generation of fiber. 

The moral of this story is that a Govemment decision to create 
a competitive long-distance market stimulated demand for new 
technologyr, including fiber optics, to better serve subscribers. 

Not only did Coming benefit fix)m this decision, but the Nation 
did. Annual investment in long-distance networks immediately ex- 
panded by more than 50 percent. Long-distance usage increased in 
excess of 12 percent annually and long-distance rates fell by almost 
10 percent annually. 

As an added advantage, the entire long-distance infittstructure 
was converted to fiber while rates dropped by over 40 percent in 
nominal terms. 

The situation today at the local loop is not dissimilar to the con- 
ditions that existed for the long-distance market in the 1970's. 

Local telephone service is a regulated monopoly, just like long 
distance was two decades ago. Local telephone companies are feel- 
ing the threat of competition, just like AT&T first felt the heat of 
competition by MCL 

Some companies like Ameritech and Rochester Telephone recog- 
nize this threat and have made some innovative regulatoiy propos- 
als to deal with it and I applaud their foresight. 

As was the case with AT&T in the 1970's, the local monopoly is 
reluctant to invest in advanced technology, particularly fiber in the 
loop, in the distribution and drop part ofthe loop particularly. 

Overall investment by local exchange companies has remained 
relatively flat in nominal terms over the last 10 years, at about $20 
billion annually, and has declined in real terms. 

And about $3.5 billion is spent annually on copper wire rather 
than more advanced broadband technology. 

While I believe these monopolies would like to invest at a faster 
pace in advanced technology, a regulatory mine field discourages 
them fix)m moving forward. They are restrained by State regu- 
latoiy authorities that disallow investment 

Subsidies from businesses to residential service necessitate mini- 
mal investment to keep rates low. And they are still largely pre- 
cluded from providing ttie one video service with demonstrated de- 
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mand, video programming, which requires investment in fiber op- 
tics and other broadband mfirastructure. 

So, the bottom line is, if we are satisfied with plain old telephone 
service over copper wire, then there is no need to act. If we want 
Americans to have higher value services necessary to remain inter- 
nationalW competitive, then the local infirastructure must be up- 
graded. This can be achieved without increasing the rates for tele- 
phone service, just like it was achieved in the case of long distance. 

Do not be threatened into inaction by outlandish estimates firom 
technology opponents that broadband technology will cost $450 bil- 
lion to aeploy. We estimate the deplojonent of an interactive 
broadband service over the public network can be accelerated by 20 
years for a minimal investment of only $23 billion in 1992 dollars 
over that 20-year period. 

I believe that S. 1086 builds on our experience fix)m the past. As 
was the case with long distance, it is based on the fiindamental re- 
alization that competition for local communication service can be- 
come a reality and orine enormous benefits to subscribers. 

It is very possible wiui today's technology for two or more provid- 
ers to serve most local areas. A similar precondition existed for 
long distance over a decade am. 

In recomition of this fact, the bill opens up the local loop to com- 
petition. It gives the local exchange carriers more flexibility on 
pricing and rreedom to enter into new businesses. 

Whether the bill goes far enough in some areas is debatable. But 
it does include all of the fimdamental features to encourage rather 
than discourage investment in advanced technology, as is presently 
the case. 

I believe an enactment of legislation based on the fundamentals 
of S. 1086 would result in the accelerated deplojrment of an inter- 
active broadband network of networks to serve all subscribers in 
your lifetime and mine. 

And this network of networks would include local telephone com- 
panies, cable companies, wireless carriers, long-distance carriers 
and others all interconnected into a seamless web. 

This is not to say that S. 1086 is perfect as it is. I think there 
will be and must be refinements. But please remember, as refine- 
ments are made, there is a sensitive oalance between necessary 
regulation to ensure fairness and over regulation that will squelcn 
investment. 

And please keep in mind that narrowly drawn statutes may 
quickly Decome obsolete, or worse yet, dampen the dynamic nature 
of this industry. 

Thank you for the opportunity to appear before this panel and 
present Coming's views. 

[The prepared statement of Dr. Duke follows:] 

Prepared Statement op Dr. David A. Duiqb 

Mr. Chairman, Fm delighted to be here today to present Coming's views on 
S.1086, a historic piece of legislation. 

Mv name is Dave Duke. Fm the Vice Chairman of Coming Incorporated. Fm cur- 
rently responsible for guiding and managing Coming's research, oevelopment, and 
engineering resources. 

As you may know, Coming invented low-loss optical fiber. Earlier in my career, 
I was responsible for bringing this revolutionary product from the laboratory to the 
market place. Fm here to£iy to discuss this experience because I believe in this case 
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the past is prologue. Bfy views are those of a tedmologist/biisiiiessman, not a law- 
y<er/reflulator. 

I beueve that manv of the obstacles we faced over a decade ago in deploying fiber 
optic technology in the long distance market are similar to the ones that we face 
todav in deploying the technology in the local loop. And, I believe the solutions are 
similar as well. 

Fm not here to suggest that you adopt legislation that will mandate the universal 
deployment of fiber optics to eveiy home, sdiool, and small business in America. 
You may find this struige. 

But, I believe that requiring fay government mandate the deployment of a specific 
tedmology, be it ISDN, fiber optics, or something else that may come along, would 
be a huge public disservice. The pace of technological diange is too fast; tho demand 
for new services is too uncertain; and the indus&y structure is too dynamic to lode 
communications carriers into roecific technologicar solutions. 

Rather, I think we need to focus on creati^ a new balance between competition 
and monopoly regulation to ensure an optimal environment for the deplogrment of 
tedmology in the local loop to serve the subscribers' interests. S. 1086 provides hist 
the firamework for sudi an approach. 

THB IMPACT OP COMPBITnON ON TBCHNOLOGY DBPLQVMBNT IN LONG DISTANCE 

SBRVICB 

Before geUing into the details of S. 1086, Fd like to provide a liUle histoiy. Spe- 
cifically, Fd like to discuss Coming's escperienoe with fiber optics in the early years. 
I think it will provide an excellent olject lesson on the importance of competition 
as a condition precedent for tedmology deployment. ^ 

Coming, ak)ng with Bell Labs andseveral foreign companies, began researdi into 
optical fiber about the same time in the mid-1960rs. Most were read^ to give up by 
1970, when a well-known scientist in the field announced at a prestigious tedinical 
conference that glass fibers were decades away.' 

But Coming scientists persisted and made the pioneering optical fiber invention 
later that year. In fact, it was in August 1970, 23 yean aso. 

Once the breakthroui^ was made, the commercial tun began. Cominff entre- 
preneurs had to convince reluctant customers to use ^lass fiber instead of copper 
wire in telephone systems. Imagine, 23 years ago, burang cables undei^ground con- 
taining glass fibers that could cany thousands of telephone calls simultaneously. 
You murt admit, it sounded strange. 

Well, our customers didnt buy it AT&T, which owned most of the telephone lines 
in America at the time, said it would be 30 years before its telephone system would 
be ready for optical fiber. And when it was, AT&T planned to make its own fiber.* 

At that point, we began to think that we had a technical success, but a oooEimer- 
dal failure. 

Then we took our tedmology overseas. Frankly, we had a more fiiendly reception. 
We negotiated some tedmok>gy-sharing arrangements and formed joint ventures to 
help support further researdi. 

The researdi paid off tedinically. By 1975, Coming scientists had doveloped a 
fiber which was an 8,000 percent improvement over their original creatioii. But still, 
we had no serious customers in the United States. Nevertneless, we built a pilot 
faciUty in 1976. 

Finally, in 1982, afi^r government action clearly established conipetition in tho 
lonff distance maiket, the commerdal breakthrou^ happened. MCI took the risk 
and placed a 100,000 kilometer order for a new generation of fiber, single-mode 
fiber. We took the MCI order, built a full scale plant, and started a tedmological 
revolution. 

The moral of this stoiy is that a government decisk>n to create a competitive long 
distance market stimulated demand for new tedmology, including fiber optics, to 
better serve subscribers. Our sdentific, manufacturing, and marketing expertise 
alone weren't enou^. It was a government decision to move toward con^etition and 
away from monopoly regulation that made the difference in the end. Had this ded- 
sion not been made, optical fiber may still be in the lab. 

Not onlv did Coming benefit fma this decision, the nation did. Annual invest- 
ment in the k>ng distance netwoiks immediately expanded by more than 50 per- 



\ 



^For a complete historical aoooant, see Its Magssiner and Maik Patinldn, The Siknt War. 
Innde the Gtobal BusineM BatUes Shaping America's Future, Random House, New Yori^ (1980), 
Chapter 9. 

sOp. cit. p. 274. 

*Op. cit, p. 276. 



Digitized by 



Google 



165 

cent> AT&T alone has invested over $20 billion modernizing its own network since 
divestiture.^ Long distance usage increased in excess of 12 percent annually.* And, 
long distance rates fell by almost 10 percent annually.^s 

m short, as a result of a decision to move toward competition in long distance 
service, Americans got better quality service, more innovative service, and far 
cheaper service than they would have otherwise. 

And, as an added advantage, the entire long distance infrastructure was rebuilt. 
When the fbrst order was placed in 1982 by MCl, almost no fiber existed in the long 
distance network of this countiy.' Today, over 90 percent of the long distance net- 
work is fiber optics. In eleven short years, the network was entire^^ converted to 
fiber, while rates dropped by over 40 percent in nominal terms, lo 

Our experience witn long distance demonstrates beyond any reasonable doubt, 
that competition can drive the deployment of advanced technology while simulta- 
neously reducing prices and improving service. 

CURRENT SITUATION 

The situation today with the local loop is not dissimilar to the conditions that ex- 
isted for the long distance market in the 1970*8. Local telephone service is a regu- 
lated monopoly market, just like long distance was two decades ago. 

Another parallel to the long distance experience is the rapid onslau^t of competi- 
tion. Just like AT&T felt the heat of competition by MCI in the 1970*8 and early 
1980*8, the local telephone companies are today witnessing the threat of competition 
from aJtemative access carriers, cable companies, and wireless technology. 

Some local companies have recognized this threat and are aggressively embracing 
it. Ameritecfa, for example, has made a bold proposal under its Advanced Universal 
Access Plan to completely open its netwoik functions to competitors in exdiange for 
regulatory relief. Rochester Telephone has made a similar proposal in New York 
SUte. 

Finally, as it was the case with AT&T in the 1970's, the local monopoly is reluc- 
tant to invest in advanced technologv, particulariy fiber in the loop. Let me give you 
some statistics. Overall investmentby local exchange companies nas remained rel- 
atively flat in nominal terms over the last 10 years at about $20 billion annually 
and has declined in real terms.n And, about $3.5 billion is spent annually on copper 
wire rather than more advanced broadband technology.ia Some argue that the local 
exchange carriers are investing at their depreciation rate, dioosing to invest excess 
retained earnings in other more profitable endeavors.^ 



^Immediatdy after divestiture in 1982, inveetment by inter-exchange carriera increased (hmi 
$3 billion in 1962 to $4.8 billion in 1983. It continued to increase to $6.3 billion in 1966 and 
since then has trailed off to about $6 bilHon annually. These numben were derived from two 
sources: Statistics of the Local Elxchange carriere (1993), United States Telephone ABSociation 
(to be released in Fall 1993); and After the Breakup: U.S. Telecommunications in a More Com- 
petitive Era. Robert W. Cmndall, The Brookii^ Institution (1991), Table 3-3, p. 47. 

■Robert E. Allen, Chairman, AT&T. Statement before the House Energy and commeroe Sub- 
committee on Telecommunications and Finance, March 24, 1993, p. 7. 

•Real output of interstate switched-message-transfer services ("MTS") and interstate wide- 
area telephone seivice CVfATST) increased bv an average annual rate of 12.1 oeroent during 
1983 to 1988, the time period immediately following the AT&T divestiture. See After the Break- 
up: U.S. Telecommunications in a More Competitive Era, Robert W. Crandall, The Brookings 
Institution (1991X Table 3-1, p. 44. 

▼The real Consumer Price Index for interstate toll service fell by an annual average rate of 
9.8 percent during 1983 to 1989, the period immediately following AT&T divestiture. Op. dt. 
Table 3-9, p 61. 

*In testimony before the House Ener^ and Commerce Subcommittee on Tdecommunications 
and Finance on March 24,1993, AT&T Chairman, Robert E. Allen, daborated on benefits of com- 
petition in long distance by stating: Particulariy in the deven yean since the divestiture decree 
was entered, the competitive parts of the telecommunications industry have experienced extraor- 
dinarily dynamic growth. Hundreds of new carriers have begun providing long distance service. 
Private business communications networks have prdiferated; specialiced value-added networiBS 
have become virtually ubiquitous; thousands of databases orovided by hundreds of competing 
suppUen are now accessible over the public switched netwoiv; and a sophisticated array of both 
customer oremises and network tdecommunications eouipment is now available to customers. 

•AT&T had deployed some multi-mode fiber in the Northeast Corridor. But, rirtually no sin- 
gle-mode fiber, the technology of choice for long distance applications today, had been deployed. 

»Supra, Notes, p. 8. 

»SeeTablelatUched. 

IS Telephony, June 26, 1993, p. 36. 

u Oral statement of James Q. Crowe, Chairman of MSF Communications Company, before the 
Senate Committee on commerce. Science and Transportation, Subcommittee on Commnnicatioiis 
made on July 14, 1993. 
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While I believe these monopolies would like to invest at a faster pace in advanced 
tedmology, a regulatoiy mine field discourages them from moving rarward. Tliey are 
restrained in their investment behavior l^ state regulatoiy autherities that disallow 
investment. Tliey cant diarge maiket clearing prices for new services made possible 
by investment in advanced tedmology. Subsicues from business to residential service 
necessitate minimal investment to Keep rates low. And, th^ are still largely pre- 
cluded from providing the one video service with demonstrated demand, video pre- 
gramming, which requires investment in fiber optics and other broadband innra- 
structure.14 

So, the bottom line is, if youVe satisfied with plain old telephone service over cop- 
per wire, then there's no need to act. The existing infrastructure can do the job. 

But, if you want Americans to have hi^er value-added services necessary to re- 
main internationally oomDetitive, then the local infrastructure must be upgraded. 
And, this can be achieved without increasing the rates for telephone service, just 
like it was achieved in the case of long distance. 

In essence, our experience in long distance has proven that Americans can have 
access to advanced services over a modem infrastructure without paying hi^ier 
prices for basic service. 

THE RED HERRING 

Before discussing how to translate the experience in long distance into the local 
loop, Fd like to spend a minute talking about the big "Ved herring^; that is, the ami- 
ment that numerous groups have made that we cant afford to build this new inna- 
structure because it's going to be outlandishly expensive. 

The aigument goes like this. Building a fiber optic networic to eveiy home in the 
countiy will cost $450 billion. Absorbing this increased investment will raise rates 
particulariy for subscribers who want to use the telephone system just to make tele- 
phone calls. The country is bankrupt, and we cant afiord to pay the price. 

This aigument is a gross exaggeration intended for the sole purpose of scaring 
policy makers away from bpadband technology and into inaction. A number this big 
IS enou^ to scare anybody. 

But, the reality is, the local exchange carriers will invest $400 billion over the 
next 20 years anyway. As Fve alreadv demonstrated, the local telephone companies 
are investing at an annual rate of about $20 billion per year. Telephone networics 
need to be constantlv added to and rehabilitated to maintain reliable service. 

At some point, when the cost of new tedmology falls below the cost of existing 
technology, telephone companies will invest in more advanced technology in Uie nor- 
mal course of building and maintaining their networks. In other words, the deploy- 
ment of advanced teoinology could very well become simply a cost cbiven i^enome- 
non. 

If it is, we expect that the entire network could be rebuilt for no additional cost 
whatsoever. However, universal deployment in this situation would take a long 
time. We estimate that universal mteractive broadband service over the public 
switched networic would not be available until sometime around the year 2036, if 
deplo3nnent is solely a cost driven phenomenon. 

Foriunately, we have a dioice. If policy makers would like to advance the pace 
of deployment, they can do so at a relatively small incremental investment. We esti- 
mate that the incremental cost of accelerating universal deployment from the year 
2036 to the year 2015 is only $23 billion in 1992 dollars, or about 70 cents per sub- 
scriber, per month. 

While $23 billion is certaixily a considerable sum, it is nothing like $450 billion. 
And, even if our estimate is off by a factor of 2, a $50 billion incremental investment 
at the national level spread over 20 vears is not something to be frij^tened about, 
especially when measured against the benefits. The Economic Strategy Institute 
measures these benefits at $321 billion in additional GNP.^^ 

So please, do not be threatened into inaction by outlandish estimates from tech- 
nology opponents. Certainly cost is an issue. But, it isnt such a huge obstacle that 
it should nalt the process or press you to pass legislation that will nirther discour- 
age investment in broadband technology. 



^The August 24, 1993 U.S. District Court Order to enjoin the enfiiroement of the cable-telco 
croet-ownenhip prohibition applies onljr to Bell Atlantic Tlie application of thii decision to 
other RBOCt remains uncertain at this time. 

u Economic Impact of Broadband Communications on the U.S. Economy and on U.S. Competi- 
tiyeneas, Robert B. Cohen, Economic Stntegy Institute (1902X pgi. 1 and 13. 
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THE S. 1066 FRAMEWORK 

Now rd like to turn my attention to the bill in question, S. 1086. I believe that 
the bill builds on our experience from the past. As was the case of long distance, 
it is based on the fundamental realization that competition for local communications 
service can become a reality and bring enormous benefits to subscribers. It is clearly 
possible with toda/s technolos^ for two or more providers to serve most local areas. 
A similar precondition existed lor long distance over a decade ago. 

In recognition of this fact, the bill opens up the local loop to competition. It does 
this by requiring that the local exdiange monopoly unbundle its netwoik functions 
and make them available to competitors. In exchan^ for such openness, the lull 
gives the local exchange carriers more freedom on pricing and freeoom to enter into 
new currently prohibited businesses. 

In addition, the bill includes a number of important features: 

• its provisions are technology-neutral; 

• its provisions are intendeoto be provider-neutral; 

• it includes safeguards to protect telephone subscribers against cross-subsidiza- 
tion; 

• it includes safeguards to protect competitors against anti-competitive practices: 

• it includes provisions to guarantee equal access to competitive providers; ana 

• it recognizes the need to ensure universal service to subscribers in areas not 
benefited from competition. 

In short, the bill includes all of the fundamental features to establish a new regu- 
latory framework necessary to encourage rather ^an discourage investment in ad- 
vanced technology, as is currently the case. I believe that enactment of legislation 
based on the fundamentals in S. 1086 would result in the accelerated deployment 
of an interactive broadband 'netwoik of networiEs" to serve all subscribers in your 
lifetime and mine, not bv the year 2035 as we currently project. And this "netwoik 
of netwoiks" would include local telephone companies, cable companies, wireless 
carriers, long distance carriers, and others, all interconnected into a seamless web. 

This is not to say that S. 1086 is perfect as it is. It is not. It will need refinements 
as the legislative process progresses. 

But please remember, as these refinements are made, that there is a sensitive 
balance between necessary regulation to ensure fairness and over-regulation that 
will squelch investment. Eveiy change that is made in S. 1086 must oe measured 
against this balance. After all, the intent of this bill is to encourage local exchange 
carriers and others to invest in local networiu. 

Finally, please keep in mind as this bill is refined, that the telecommunications 
industry is rapidly dianging. Its dynamism is its strength. Hence, narrowly drawn 
statutes may quidtly become obsolete or, worse yet, dampen the industiys dyna- 
mism. 

CONCLUSION 

As you can see, the parallels between the long distance maiket in the 1970's and 
the local market in the 1990*8 are striking. The problems and the solutions are simi- 
lar. We need to build on our experience from the past in order to build a better fu- 
ture. 

We have this opportunity today with S. 1086. It provides us with the fi^mewoik 
to move forward. Armed with that framewoik and with the experience of the past, 
we can refine S. 1086 and make it a better piece of legislation to serve the puolic's 
interest and to serve the interests of all the players in the telecommunications field. 

Mr. Chairman, thank you for the opportunity to appear before this Subcommittee. 





TABLE 1— Stagnant LEC NetwoiK Investment 
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us. 



Senator Inouye. Thank you veiy much, Dr. Duke. I would like 
to begin, if I may, by asking a few questions. Mr. Allen, I am cer- 
tain my colleagues will be touching upon the AT&T-McCaw merg- 
er, so I will stay away from that. 

I Hiink we all agree that there is increasing competition for local 
telephone services at this time. And an important result of this 
competition is that telephone companies are losing some of the rev- 
enues that they have traditionally used to subsidize high-cost areas 
and low-income customers. 

What do you think is the best way to ensure universal service 
in this new competitive environment? 

Mr. Allen. Well, I think. Senator, I would probably take issue 
with your only assumption with respect to whether competition 
may exist in the local exchange. 

I, along with many others, have commended Bill Weiss on the 
bold move they took, or have suggested that be taken, which would 
open up their local exchange for competition, although I think they 
have the cart before horse; that is, seeking entry into long distance 
before competition really exists. 

I think there is very little evidence that in the bottleneck local 
exchange Uiat competition really exists. As I suggested in my own 
testimony and my open remarks^ customers who are asked the 

auestion today, do you have a choice, by and large have to say no, 
iiey do not have a choice. 

navine said that, I hope that the competition will exist in the 
local exchange at some point in the future. I think it needs to be 
tested. 

I think we need to have methods to determine not only whether 
competition is available, but whether indeed customers are choos- 
ing when competition really exists, that is, whether customers are 
making a choice. 

And as I asserted in my earlier testimony, I think that is one of 
the changes that needs to be made to this legislation, so that we 
will know competition when we see it. 

So, I would take issue with your premise, having said that and 
hoping that competition will come. And recognizing that adjust- 
ments will have to be made as a result of that, I am veiy concerned 
about universal service and believe that proper safeguiurds need to 
be taken at the regulatory level or through direct subsidies, per- 
haps to poor people or others who do not have a choice, who there- 
fore mient have their rates potentially raised beyond their afFord- 
abilityr. I think, however, that is on the margin. 

I also believe that it is not axiomatic, that permitting competition 
into the local exchange automatically means that somebody s rates 
have to go up. 

In fact, I believe that is monopolistic thinking and is a return to 
the rate base rate of return era that we knew before divestiture, 
which unfortunately still exists in most states, that is to say, com- 
petition forces costs out of the business, and not necessarily a shift 
in cost. 

You may have a shift in cost, in your booked costs, but it did not 
necessarily mean a shift in pricing, and therefore hieher rates. 
What competition does is drive out unnecessary costs, ^d so I do 
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not automatically assume that universal service will be in jeopardy, 
because some people's rates have to be increased. 

Senator Inouye. Thank you very much, Mr. Allen. 

Mr. Weiss. Mr. Chairman, may I comment at this point? 

Senator Inouye. Please do. 

Mr. Weiss. It seems to me — ^to just respond to some of the points 
that Mr. Allen made — having zero percent market share in his 
business, I have pointed out that he has some market share in mv 
business. It seems to me that we would not harm them very much 
if we are given freedom to compete on a wholesale basis. 

I would like to point out the issue of our attempting to become 
competitive, as have the carriers such as AT&T. There has been no 
rate increase in my territory for local telephone rates for a period 
of 6 to 7 years. 

As a matter of fact, over that period of time we have reduced 
rates or refunded to customers amounts up to, last year, a total of 
$800 million. So, this is a significant effort on our part to also work 
in the new world that exists. 

Do customers have a choice? I must tell you, today the price of 
providing a local dial tone line in the basic exchange is about 
$1,000. 

It is about $1,100 to provide a line for cellular service. They are 
very close and very competitive, and customers are making those 
choices, even at the local residential level. That will increase. 

There are cases in our industry where people are using cellular 
service as a substitute for a normal wire-base local exchange serv- 
ice simply because it is the most economically efficient way to pro- 
vide that service to customers. So, Uiis is happening. 

You know also, I think, that the regional companies have main- 
tained, in everything they have said or written, a commitment to 
universal service. We think that is a very great public interest mat- 
ter, and we do not intend to step away from that. Thank you. 

Senator Inouye. Thank you very much. I would like to ask you, 
Mr. Weiss, a question, if I may. I think all of us here have sug- 
gested that the goal of this bill is to develop infrastructure to speed 
the delivery of new services, libraries, schools, medicine, et cetera, 
et cetera. 

Which of the following would result in the greater investment in 
the network to attain goals of this bill, allowing the Bell Co. to 
compete for lon^ distance or to compete for cable television and 
video programming services? 

Mr. Weiss. Mr. Chairman, as I tried to point out in my com- 
ments, these markets are all converging. What we are really talk- 
ing about is all of the players in this increasingly competitive mar- 
ket having an opportunity to compete for the revenue of the cus- 
tomer, the consumer, so that they can continue their investment 
pattern in the future. 

It is just about that simple. I think with the long-distance carrier 
being able to move in at will to the local exchange, with the cable 
company being able to move in at will to the local exchange, grant- 
ed tnere will oe regulatory discussions in the process, out when 
that is occurring, they can become full-service provider to consum- 
ers, which is something we cannot do. 
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And it seriously disadvantages us in the marketplace. So, again, 
what we are talking aboat is, as Mr. Kapor stated, I think, the 
broadest level or broadest framework that will permit regulators to 
deal with these situations as they develop on a local basis. 

Both of these are essential for us. Both of these are essential to 
the other players, the long-distance players and the cable players 
in the industry. We are just asking that the rules be equal. 

Senator Inouye. Before I proceed any further, I woi^d like to in- 
vite all of the witnesses on this panel and other panels to submit 
to the staff, if they so wish, suggested amendments with expla- 
nations. 

And the sooner we get that I think the better we can serve all 
of you. So, we would appreciate such assistance and cooperation 
from your side. 

Senator Pressler. Mr. Chairman, could those be shared with 
other members of the committee as they come in? 

Senator Inouye. Oh, absolutely. 

Senator Pressler. Thank vou. 

Mr. Allen. Senator, could I make a clarifying point for the 
record? 

Senator Inouye. Yes, sir. 

Mr. Allen. Mr. Weiss and I have been colleagues for many years 
in this business, and our behavior here is not anv different than 
it normally is outside the room. And we are good mends and good 
golfing friends. 

But I do have to clarify one point that I do not think is generally 
understood. And that is that the RBOC's today-— in fact, all the 
local exchange companies — are in the long-distance business. They 
are essential partners. 

In fact, 40 cents of eveiy dollar AT&T collects, and any other 
interexchange carrier collects on a long-distance call goes to the 
local exchange company as a partner in accessing those local cus- 
tomers for long-distance calls. 

Our analysis indicates that in many cases that of 40 percent, or 
40 cents out of every dollar, which aggregates to $25 billion a year, 
constitutes many times all and sometimes more than the total prof- 
its of some of the entities among the RBOCS, among the telephone 
companies. 

So, they are in the long-distance business. They are essential 
partners— $25 billion is paid to them as essential partners by the 
interexchanee carriers. And last year $250 million, or something on 
the order of 1 percent if my arithmetic is correct, were paid to 
other providers to access our customers, our local exchange cus- 
tomers. 

And therefore, 99 percent of our business is with their customers, 
our joint customers, is done with them. And to suggest that we 
have the right and the capability and are behaving in a sense that 
going direct to their customers, to serve them without the local ex- 
change companv, just violates the facts that exist. TTiank you. 

Mr. Weiss. Mr. Chairman, I would like to respond. 

In this analogy that Mr. Allen makes, he is absolutely right 
about the percentage of revenues paid to AT&T, in terms of these 
connecting links, but let me tell you how the game is played. 
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AT&T customers in CShicago, for example. Sears and Roebuck or 
the First Chicago Bank, are provided service in their basic on- 
premise systems, their laree business systems t^ AT&T. 

That service is collected and delivered directly to AT&T's con- 
necting point in Chicago, so that the long-distance traffic goes di- 
rectly to wherever without touching the lo^ exchange. 

Senator Inouye. What is the meuiod of connection? 

Mr. Weiss. Pardon? 

Senator Inouye. How do they connect? 

Mr. Weiss. By a competitive access provider. And the issue here 
is that that is not counted in the revenues AT&T pays us, because 
Sears and Roebuck or the First Chicago Bank pays directly to the 
competitive access provider for providing that linkage. 

So, the statistics we are talking about here have to be understood 
in their full context. And I can tell you, in Chicago, we, today, have 
60 percent market share of that special access connecting business. 

So, you can make numbers do anything, but it is the way the 
same is played that we are talkin|^ about And that is why, at the 
local exchange, it is truly a competitive environment today. 

Senator Inouye. Now, we will get out of our box and AT&T. We 
will go to Mr. Kapor. 

We have received suggestions from many sources that, by legisla- 
tion, we require phone companies to deploy certain types of ad- 
vanced technology, such as the integrated services digital networks 
or isometrical digital subscriber line, in order to deliver video over 
today's network. 

Do you think that the Government should promote one tech- 
nology over another or should we leave that up to the open market 
place? 

Mr. Kapor. Quite clearly, we do not think it makes sense for the 
Government to mandate particular technologies. Our emphasis on 
the importance of ISDN, which is a point that EFF has been very 
much involved with, has actually produced some benefits— helped 
to produce some benefits — in the voluntary undertaking of wider 
deployment of ISDN by Ameritech and other regional companies. 

I won't say that battle is completely over, but many of the goals 
for ISDN as an interim step in infrastructure deployment appear 
to be in the process of beine accomplished through voluntary pri- 
vate sector action, which makes us perfectly happy. 

Given in today's environment, which is dianging rapidly, techno- 
logically, and in the changing regulatory framework — ^we are also 
not suggesting mandating a technology. 

We nave suggested, though, that there is a kind of bargain which 
can be struck, which is that to the extent that we have entities, 
carriers, providing video programminE^---and being in the entertain- 
ment business — ^tney undertake an obligation to provide open plat- 
form service. 

We envision this applying in a nondiscriminatory way to many 
different carriers and also across the fiiU range of whatever tech- 
nologies they choose to deploy these services on. No mandates. 

Senator Inouye. Dr. Diuce, you indicated that you are appearing 
as a technician more than a policymaker here. And you spend 
much time on telling us about the value of fiber optic. Ana we 
agree with you. 
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I think we were late in appreciating that, but do you think that 
this will be the major answer to our debate at this time, the use 
of fiber optics? 

Dr. Duke. Mr. Chairman, I do not think any specific technology 
is the answer to the debate. In my statement, I said we should not 
mandate, you should not mandate, any particular technology — fiber 
optics or ISDN or anything else. Things move too fast, lliere are 
still many applications for satellites and for coax and for fiber and 
different types of fiber. 

So, I do not think any technology is the answer. I think it is a 
policy issue to enhance competition. I think this is what it is all 
about. 

And then, the technology, the innovation, the market, will put in 
whatever is most cost effective; whatever brings the best service to 
improve the quality of life at the best cost. 

Senator Inouye. Thank you very much. I will be calling upon the 
author of the measure, but before I do, if you look at the makeup 
of the subcommittee, you will notice, there is an over abundance of 
Senators representing rural America. And I am certain several of 
them will have questions on rural America. So, you should prepare 
yourselves. 

Senator Danforth. 

Senator Danforth. I would like to thank the panel. I think this 
has really been a very excellent panel. And I appreciate everybody 
being here. And, Dr. Duke, I especially appreciate your testimony. 

I think you are exactly right. The idea is not to change the way 
in which Government gets in the way, but to get us out of the pati^ 
of progress and allow competition to prevail. And I appreciate your 
comments. 

I would like to raise a question to the two golfers and see if it 
is possible to at least narrow what the issue is, so that we can pre- 
cisely understand what the issue is. Tell me if I am wrong. 

The rationale — and Mr. Weiss might contest whether there is 
any justifiable rationale, but the rationale for keeping the Bell com- 
panies out of long distance is that the Bell companies constitute 
monopolies within the regions with respect to local telephone serv- 
ice. 

Those monopolies, in turn, constitute bottlenecks and, therefore, 
if the Bell companies, which, if they have monopolies for local serv- 
ice, get into long distance, that is an unfair situation. 

That is the rationale, is it not, Mr. Allen? 

Mr. Allen. That is the rationale. And that was the basis on 
which, as you know, the divestiture or the breakup of the Bell Sys- 
tem occurred. And that was the linchpin. And, obviously, that has 
worked well in separating the competitive fVt>m monopoly busi- 
nesses. 

Senator Danforth. Now, the converse of that would be that if 
there was competition within a region — ^if there was competition for 
local telephone service — ^the rationale for keeping the Bell compa- 
nies out of long-distance service would no longer exist. They would 
be comparable to anybody else who wanted to get into long dis- 
tance. 
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Mr. Allen. Customers, first of all, would have choices. And sec- 
ond, they would make choices, when there is some point at which 
it is clearly demonstrable that competition exists. Yes. 

Senator Danforth. Yes. Now, you, I think, Mr. Allen, said some- 
thing which is venr, very interesting and very important. And you 
said what we need is methods of determinin|; whether competition 
exists and that you recommended changes m the bill so uiat we 
know competition when we see it. 

Now, what I am wonderine is: Would it be possible to focus on 
the definition or to focus on the test? What does constitute competi- 
tion? This is, really, how we approached the cable legislation, tiy- 
ing to determine what it was that created the threshold of competi- 
tion. 

Is it possible to agree on what the problem is, namely, how to 
define competition? And second, is there any possibility that we, 
you and those of us on the committee and others, could try to come 
up with some definition, some test of what constitutes competition 
and what does not? 

You, Mr. Allen, said, There really is no competition now." 

And Mr. Weiss says, Tes. There is competition." 

Obviously, that is a very, very strong difference of opinion, but 
is there a possibility, without getting into what your d^erence of 
opinion is right now, to try to concentrate on how do we define 
what the issue is? 

Mr. Allen. Well, I do not have a comer on the market on this 
subject. And I am not sure that anyone else does. I would suggest 
that what you did with respect to cable is probably not— or some 
structure like that, some framework— is not the question in my 
mind. 

And, indeed, to the extent that we disagree on whether competi- 
tion exists in small or large segments of Ameritech's market or 
somebody else's, I think, can be measured by— 4n some terms, on 
the basis of do customers— can they answer nTes" to the question: 
I have a choice of some other carrier to provide my local exchange 
service, whether it is the Sears in the world or the local exchange 
customer who lives in Peoria? 

And there ought to be some point at which choice exists. That 
would be the first guidepost in the firamework. That is to say, I 
think, in the cable bill legislation you talked about 50 percent, as 
I recall. 

The 50 percent — at least, 50 percent in a given territory or area 
or market have a choice. And that some percent are actually exer- 
cising and have exercised that choice. 

And perhaps, I do not know what that number ought to be. but 
maybe it is 25 percent And I think if you could segregate markets, 
territories, redons, areas or some relevant markets, t£at some test 
like that mignt be applicable and would be some matrix, at least. 

Now, I am sure there are other people who have different ideas 
about matrix, but that would be one way. 

Senator Danforth. Mr. Weiss. 

Mr. Weiss. May I respond. Senator? To Mr. Allen's point of 
choice, if you ask Sears the question, they will sa^ Tes." If you ask 
somebody in Peoria, they will say ''Maybe." And it totally defines — 
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it gets to the point of how do you define the. markets that exist in 
the local exchange. 

There are, as I tried to point out in my opening comments, many 
markets in the local exchange. And the interesting fact is that mo- 
nopolies exist today only where somebody else has chosen not to 
enter the market. 

Now, any businessman thinking about that understands why 
thev have chosen not to enter the market. It is because they cannot 
make the highest margins there. 

And generally, that remains the last vestige of what people 
would call a monopoly. But with alternative technologies availiJ>le, 
like local exchange compared to cellular service — ^to do the same 
thing, to make telephone calls, either local or long distance, cus- 
tomers have a choice today, not among just two, but three provid- 
ers in most cases. 

With the FCC moving forward with further frequency allocations, 
we will have multiple providers in every local exchange in the 
United States. And I would suggest that AT&T will probably follow 
their business strategy, as I understand it looking from afar, and 
will continue to move into the wireless business as a direct contact, 
an end-to-end kind of contact with the customer. 

So, I think we could get to a broad definition of "competition," 
but then I think we have to get down to what is a local exchange 
versus what is the intercity business or the toll business? 

And what are the elements? And where does competition exist? 
And I think, rationally, it exists in far more of the industry than 
we have ever really been willing to talk about to date. 

Senator Danforth. Well, my point is that it would be possible — 
in fact, I think this should be the policy, but it would be possible 
for Congress to create a policy which said that if there is competi- 
tion, then the Bell operating companies should be able to get into 
the long-distance market. 

Mr. WEISS. I would agree. 

Senator Danforth. Now, if we created such a policy, then the 
question — ^the next question — ^it's a hard question — ^is, all rig^t, 
what do we mean by ''competition*? That is a definitional issue. 
And obviously, it would be a contested definitional issue. 

It just seems to me that that is where the contests should be tak- 
ing place, now, between the Bell operating companies and, you 
know, others who are — AT&T and whoever is concerned about the 
Bell operating companies getting into long distance. 

And what I am asking is: Would it be fruitiul? In the few days 
that exist, I hope, before this bill goes to markup, would it be pos- 
sible and would it be fruitful to try our hand at defining just what 
this — ^what the meaning of "competition" is? Is that a worthwhile 
pursuit and would your two companies participate in that pursuit? 

Mr. Weiss. I think, yes, but I have some concerns about how this 
would be legislated here at the national level. If you look at the 
progress made a number of State regulatory agencies today, they 
are making judgments about each element of the local exchange 
which is goine competitive. 

And then Uiey change the rules for that portion, compared to 
some other portion, where they still see the local provider, die Bell 
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Co. or whatever, beine^— having monopoly control. And that is un- 
folding. 

They do not tend to use any system of matrix, because tech- 
nology will move around matrix so quickly that they just cannot 
stay in place. 

What they tend to do is look at the exchange, look at all of the 
evidence— you know, the growth of the exchange, the revenues and 
80 forth, and how thev are divided — and they make a judgment. 

That kind of broad supervision is certainly possible, but to get 
b^ond that, when it is so difficult at the Federal level for us to 
change some kind of a matrix, once established 

Senator Danforth. I am not talking about, you know, making a 
lot, but, I mean, what we did in cable was to say that, you know, 
the question is the existence of multichannel providers. 

And it was not — ^in other words, it was not in anv effort to be 
in any way specific or detailed. It was a very general kind of a defi- 
nition. 

Mr. Weiss. That is possible, I think. 

Mr. Allen. We would certainly be willing to cooperate in such 
an effort. In deference to your disdain for a judge making commu- 
nications policy, I would, apologetically, at least, remind you that 
there is a provision in the decree for triennial review to determine 
whether market conditions have changed, so that the restrictions 
can be lifted. 

That is another avenue here for pursuit, but we certainly would 
be pleased to work with you in trying to find what do we mean by 
'^competition"? How do we know it when we see it? And at what 
point does it make sense to alleviate all restrictions? 

Mr. Weiss. And, Senator, in the 10 years since divestiture, we 
have had one triennial review completed, which tells you some- 
thing about the speed and efficiency of that process. 

Senator Danforth. We do not like courts either. 

Mr. Weiss. For a regional company to get a waiver, the average 
timespan of a waiver beine completed and granted is 5 years. This 
industry will move past mat so quickly that that is not an ade- 
quate way in which this industry can be governed. 

Mr. Allen. I was not recommending. And I am just reminded 
that we do have another alternative. And it is timely. 

Senator Inouye. Thanks. Senator Pressler. 

Senator Pressler. Thank you very much, Mr. Chairman. 

I am just following up. Indeed, I would not say that this is nec- 
essarily a rural State question. I think it could be an inner city 
question or it could be a question in New York State, where there 
are smaller communities. The local telephone companies currently 
have universal service obligations. 

They argue that opening^ the local loop will allow competitors to 
cream, skim, or cherry-pick — ^that is, serve the most lucrative cus- 
tomers, while ignoring the others. 

S. 1086 attempts to address this problem by requiring all car- 
riers to contribute to the universal availability of anordaole phone 
service. 

Now, Mr. Allen, you suggested any subsidies should generally be 
provided directly to the end user. Would subsidies to end users en- 
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sure that new services are brou£|ht to higher cost service areas? 
These may not be rural areas in all cases. 

A United States Telephone Association study estimated that local 
telephone service is subsidizing universal service at $20 billion an- 
nually. Are you in agreement with the findings of that study? 

After you have responded, anybody else who wants to make a 
comment is welcome to. 

Mr. Allen. Well, first of all, I think there's adequate history that 
demonstrates there are adequate resources at the State level — ^pub- 
lic utility commissions and otherwise — ^to protect tJiose who poten- 
tially cannot afford telephone service or other services for that mat- 
ter. 

And, therefore, while I think it is a very important issue and 
needs to be dealt with and it is one that we commit to, even 
through the subsidy that now flows from our long-distance rates to 
the local exchange and, indeed, to those of low-income and in rursd 
areas, I do not believe that is a concern that — it is a concern for 
this committee and this legislation, but I think that can be dealt 
with, perhaps, at the State level. 

One of the difficult questions, obviously, is determining who 
should be subsidized. And I do believe that we must face the fact 
that modernization of the local exchange — ^and I am not in that 
business and so this is an opinion — ^will logically come, as it has in 
the past, to the larger metropolitan areas first, because that is 
where more customers are. 

That is where you eet the most efficient investment. And, typi- 
cally, if you look at tne history in this industry, the newer tech- 
nology has come to the larger areas first and then it has followed 
along. 

That does not mean they have to be denied. It is a question of 
timing, a question of affordability on the part of the telepnone com- 
panies to make the huge investments that are required to upgrade 
all of the facilities. 

So, I do not think we have to sacrifice that. I think that we have 
to be realistic about how capital investments are made. 

I am not familiar with tne study, which you cite. So, I have no 
comment about that. 

Mr. Weiss. Senator Pressler, technology today is permitting us 
to do a much better fob of providing advanced capaoilities in the 
rural or the less populous areas of any given territory. 

For example, in the provision of ISDN service, we will have, in 
my territory — and this is not too different in the other companies — 
about 80 percent of the businesses or residences. They will have 
this service available to them by 1995. 

Now, when I say 80 percent will have it available, what I am 
suggesting is we have equipped the central offices and related tech- 
nology with the frames in which the plugging units are placed 
when a customer orders service. 

What it does is keep our investment low for the moment, but 
makes it available on an instant response for the customer. That 
is what is happening with the ability of technology today. And it 
is a very forthright way of going about it. 

The subsidy question, thoum, must be dealt with. I would only 
add to what Mr. Allen said, I think, by saying it is both a State 
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and Federal Communications Commission issue. It has got to be 
dealt with at both levels. 

Senator Pressler. I would address this to Mr. Allen and anyone 
else. 

S. 1086 is designed to open the local telephone loop to competi- 
tion. You have stated that competitive forces are the best way to 
spread delivery of advanced telecommunications services. 

For example, when AT&T &ced stiff competition in the long-dis- 
tance market, you accelerated investment, as I understand, in digi- 
tal fiber technology and wrote off billions in older analog, but still 
serviceable plants. 

Why would local telephone competition encourage similar invest- 
ment and who will pay for the investment — ratepayers or share- 
holders? 

Mr. Allen. Well, in final analysis, ratepavers pay for everything, 
even though you may book a shareowners loss at a given point in 
time to iipdate your technology, which is what we did wnen we 
wrote off $6.7 billion of analog equipment. 

And so our shareowners took the hit on that, but it was man- 
dated by a competitive maikelplace, in which we operated at that 
point in time. 

I believe, while competition may not be applicable in eveiy aspect 
of the local exchange company, for reasons that you and others 
have cited about concern for rural areas and for poor people who 
cannot afford higher rates and so forth, I believe that incentives in 
a competitive marketplace will drive the local exchange carrier or 
any other provider to put forth the best possible technology, in 
terms of price and performance, service and so forth. 

And so— otherwise, you have to say, '^ell, I cede a certain por- 
tion of my market to competitors, because I am unwilling to make 
the investment." And so I think the natural forces of competition 
provide those incentives. 

Senator Pressler. Mr. Weiss, I know you are testifying on behalf 
of all seven regional Bell companies. At the same time, I under- 
stand your company, Ameriteoi, has taken a somewhat different 
approach to local competition than the otiier Bell companies. 

Would you briefly describe the Ameritech plan pending before 
the FCC and is congressional action needed for Ameritech to imple- 
ment this plan? 

Mr. Weiss. Yes. I would be happy to do that and then make a 
couple of comments about it 

The Ameritech plan is simply a plan to totally open the local ex- 
change network to any provider using any component of that net- 
work that that provider chooses to complete his or her service offer- 
ins to the customer. 

So, what it does is it is fully open to local exchange in its piece- 
parts, if you will, and permits access to those parts on the cost-base 
pricing basis to competitors who would enter tne market 

Now, our philosophy is fairly simple. Over time, it is goine to 
happen anyhow. And No. 2, we believe that if we make ourselves 
more available for others, our network will grow or the components 
of our network will grow. So, we do not see this, in my case, as a 
necessarily losing business proposition. 
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On the other hand, the conditions across this country served by 
the seven regional companies, do differ. Each of the regional com- 
panies has a plan that will move toward these same goals thev are 
talking about and working with at either the State or Federal level. 
So, it is an issue very much in the minds of the regional companies. 

We have simply said, in our case, that we think it is so impor- 
tant to get these policies cleared up for the country that you need 
a place to try. 

You need a place to go as far as you can go and see if it works 
and learn from it, and then create policies based on those findings. 
That does not need to be done everywhere, but it does say that all 
of the companies st£md ready to move ahead in this competitive 
provision. 

Senator Pressler. Mr. Kapor. how would you define ""universal 
service" in the Information Ager I know that the Communication 
Act's guarantee of universal service must mean more than access 
to plain old telephone service. 

In a digital world, universal service should ensure access to digi- 
tal technology. Advanced communications capabilities are a vitel 
ingredient for economic development initiatives. 

That is what my community leaders seem to want, up-to-date 
digital switches and advanced telecommunications services. How 
would you define "universal service" in the Information Age that 
we are in? 

Mr. Kapor. Let me emphasize two aspects of universal service 
for the Information Age. The first is that it must have the char- 
acter of a switched network. 

The way today's telephone network is, anybody who is on the 
network can talk to anybody else. That is in contrast to today's 
cable television networks that are one-way networks in which all 
programming originates at a head-end and comes out to subscrib- 
ers. To promote diversity, the network has to be switched. 

Second, there has to be enough capacity in the network to let 

Eeople originate — ^this is users, at the community level — schools, 
ospitals, towns — their own sources of programming. 

In other words, something which is more symmetric. It is not suf- 
ficient to have a system in which subscribers can simply receive 
video programming, but it has to be easy for somebody who is on 
the network to originate some form of interactive video. That is the 
way that town governments will be able to talk to their citizens 
and school districts and so on. 

So, there has to be enough bandwidth in the network, in the up- 
stream direction, to permit people to originate programming. 

Senator Pressler. This is my final question. I will submit the 
rest of my questions for the record. Mr. Duke, you tell a compelling 
story about how the AT&T divestiture and emergence of MCI 
spurred investment in fiber optic networks. 

You note that overall investment by local exchange companies 
has remained flat over the past 10 years and change is needed to 
stimulate similar investment in the local loop. 

You specifically mentioned that State regulatory bodies may dis- 
courage such investment. How do current rules discourage invest- 
ment and what effect would the changes you recommend have on 
universal service? 
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Dr. Duke. Well, Senator, a£;ain, Fm not a regulatory expert, but 
my experience is that the public utility commissions look at what 
is the cost of— at the moment, telephone service, plain old tele- 
phone service. 

And if any investment comes in which would enhance the serv- 
ice, like Mr. Kapor talks about, since the local telephone exchange 
or the local telephone company may not carry that enhanced serv- 
ice, then the PUC's do not agree with an additional tariff. 

I would like to add to what Mr. Kapor said. I think if we are 
goinjp^ to have the broadband information highways and the quality 
of life we all talk about, we must have a switched network. 

It has got to be point-to-point. It has got to be broadband. And 
it has got to be two-way. And at the moment, if you have the PUC's 
which are looking at tiiat in terms of telephone service, then t^e 
cost of this network will be higher. We must enhance the services 
and put more things on the network. 

Senator Pressler. Thank you, Mr. Chairman. I have several ad- 
ditional questions, which I will submit for the record. 

I thank the panel. I think it is an excellent panel. 

Senator Inouye. Thank you. Senator Bums. 

Senator Burns. Thank you, Mr. Chairman. I am sorry I missed 
out on the statements, but I will read and I have read most of 
them. And we will get into the questions. 

First of all, I want to congratulate Mr. Weiss and Mr. Allen, 
both. They have made some extraordinary moves with a Uttle vi- 
sion and boldness to advance not only their own companies and 
corporations, but also would tell the rest of America that there are 
things that are going to happen in this great industry whether 
Congress moves or not. 

And I congratulate both of you. And I do not know what the ne- 
gotiations would be like on the first T-box. I cannot even imagine 
what lunch would be like, but I would imagine that the negotia- 
tions starts much before we arrive at the parking lot. 

With regard to the reports and the editorials in tJie Wall Street 
Journal — and I would ask of both of these gentlemen about safe- 
guards and what safeguards that we can develop in the legislation 
to protect residential and rural communities in this connection. 

I'm recalling our experience under the airline deregulation. Even 
those who believe in airline deregulation, they believe it was un- 
wise, but it is impossible to return to the old system. In other 
words, you cannot put Humpty Dumpty back together again. 

And so I would just like to get some type of comment from both 
of you that would ensure that States, such like Montana, and the 
inner city areas, where there are limited resources for investment, 
and those areas are protected and will be — ^these services will be 
made available to those people. And I guess I am sajring about uni- 
versal access. 

And Mr. Weiss, if you want to respond to that, and then Mr. 
Allen, I would appreciate that. 

Mr. Weiss. Well, one of the safeguards that has to be clearly in 
mind is this issue of the subsidies. It is a carryover from the old 
monopolistic industry. And it still exists. 
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And it has eot to be dealt with, because that, in fact, will make 
a difference if it is not dealt with, particularly between the rural 
areas and the metropolitan areas. 

It seems to me that in the broad area of safeguards, what we are 
really talking about here is looking at the various elements of who 
provides what within this industry and establishing the rules of 
the game in such a way that no party is disadvantaged. 

We have never opted for anybody to be disadvantaged in any 
kind of rulemaking. And I think it is important for legislation at 
this level to start there and craft this set of governance issues on 
that basis. 

Mr. Allen. I do not have any disagreement with Mr. Weiss. I 
think my words would be superfluous on the issue. 

Senator Burns. Well, is it true that AT&T and other long-dis- 
tance carriers are being prevented to compete against Bell compa- 
nies and other telephone companies in the provision of inter-LATA 
toll service? Mr. Allen. 

Mr. Allen. Inter-LATA toll? 

Senator Burns. Yes. Well, I mean, what does inter-LATA com- 
petition mean for universal service goals? In other words, that is 
a goal that we have seen to have embraced and latched onto. 

Mr. Allen. Well, first of all, tliere is no competition today be- 
tween the local exchange companies and interexchange carriers 
and inter-LATA services. That is one of the restrictions in the de- 
cree. 

There have been some States in which competition has been open 
for intra-LATA services by local excnange carriers and 
interexchange carriers. And I do not think that number is veiy 
large, but perhaps half of a dozen at the outside. 

And I do not think we have a lot of experience there, but it cer- 
tainly will drive — to the extent that prices, precompetition, were 
higher than costs, it will tend to drive margins down — prices down, 
margins down. 

And therefore, to the extent that that was a subsidy for other 
services, it must be dealt with by the local exchange carrier. And 
vou can either take the costs out or you can get your regulatory 
body to shift the costs some place else and perhaps the pricing, but 
it does, potentially, present a problem for protecting universal serv- 
ice in rural areas where, typically, customers do not pay for the 
cost of providing the service. And so it is something that has to be 
watched very carefully. 

Mr. Weiss. To your point on competition. Senator, there is no 
competition, as Mr. Allen said, in the inter-LATA business, which 
is the intercity or between the areas served by local exchange com- 
panies. 

Now, within the local exchange 

Mr. Allen. There is competition, but not between us. 

Mr. Weiss. I am sorry. What did I say. Bob? 

Mr. Allen. You said there is no competition. 

Mr. Weiss. There is no competition between us and AT&T or 
MCI for that service, between cities. Now, within the LATA or 
within the local exchange territory, there is what some regulatory 
commissions still call toll service and others call it different things. 
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For example, Chicago, which is a local exchange area that is 
about 80 miles lonp^it eoes from Indiana to Wisconsin in terms 
of its broad dimension — ^tnere is no toll service. It is all local meas- 
ured service. 

And a call made from one point to another is an accumulation 
of local messac[e units as the call is made. 

In Indiana, between Indianapolis and Muncie, which are in one 
LATA or in one serving area, so to speak, it is a different rate 
structure. And there is a toll route between Indianapolis and Mun- 
cie that is within the LATA and is not within the intercity or the 
inter-LATA definition. 

So, when I talk about trying to design some kind of a matrix that 
would permit sanity to prevail here on market entry, that is the 
difficulty we have. There just are so many variations on the theme 
that it is not possible to do that, in our opinion. 

Senator Burns. Well, I would ask Mr. Weiss, we have heard that 
the R-boxes want to get into the long-distance business. And I con- 
tend tihat there is enough competition in that area right now to 
provide customers with a competitive market with regara to access 
and price. 

Then, on the other hand, with the move that AT&T has made 
with cellular or wireless, and they are asking for some protection 
to keep the Bells out of the long-distance business, I would say that 
I do not know how to fashion or craft legislation to promote place- 
ment of all of the work that Dr. Duke has done. 

By the way, Dr. Duke, I want to congratulate you. You are an 
American hero, as far as the information service is concerned, in 
developing this broadband stuff. 

But to develop this technology and deploy it — how to fashion that 
and to allow competition in both long-distance and in local loop 
competition. 

Mr. Weiss. What I am talking about is we have a responsibility 
to the industry systems. We are free to maintain that. There is ex- 
ample after example of market share, because we are going up 
against competition that has structural advantage over us. That is 
the issue. There is adequate capacity in tihe inner city network. 

Somebody would have to be foolish with their investment to want 
to build another inner city network, conditions being what they are 
today. 

Senator Burns. Mr. Kapor, in your testimony before the House 
Telecommunications Subcommittee in January you said, and I 
quote, The challenge for public policy is to promote widespread af- 
n)rd£A>le deployment of ISDN by local telephone companies." 

In an August article in Wired magazine, you indicate that the 
Nation needs a system of high bandwidth, open architecture, and 
distributed two-way switching. It seems as though your position 
has evolved? Am I correct in that? 

Mr. Kapor. I think you are quite correct. If my memory serves 
me well, when I testified in the House, in that testimony, I indi- 
cated Uiat the move toward ISDN should be seen not as an alter- 
native to broadband, but as an interim step toward broadband. 

In the context of those remarks, it made a great deal of sense, 
because it is only within the last few months that we have seen 
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this dramatic acceleration toward broadband deployment, particu- 
larly in cable television, but also among the telephone companies. 

Our feeling is that ISDN is actually well on the wav to becoming, 
if not ubiquitous, widespread, because of moves by Ameritech and 
Pacbell and other regional companies and the rapid advancement 
of the technology of broadband. 

The conclusion that broadband was economic to put in place 
todav by companies, because they did not need to do full fiber to 
the home, but fiber to the curb and use coax the rest of the way, 
and the opportunities that the provider sees for getting revenue 
through entertainment, all suggested that broadband is coming, 
one way or another. 

And we think that is terrific. We, therefore, turned our efforts, 
as I did in the Wired magazine article, to consider, since we are 
getting broadband and we will have hundreds of channels, how is 
the public interest going to be served in the broadband regime? 

And so we are, indeed, focusing our attention very much on that 
issue. 

Senator Burns. Mr. Duke, you testified that, incrementally, de- 
ployment of a broadband or fiber optic technology probably at a 
cost around of only around $23 billion. 

We have heard much higher estimates of that. Can you tell us 
how the reason or how you come to that conclusion? 

Dr. Duke. Well, yes, Senator. We have done some studies and 
there have been several others — Delloite Touche and others — ^which 
we could provide you with some of the details. If you look at the 
investment now in local distribution, it is about $20 billion a year. 

When people talk about $400 billion or something like that, they 
include all of what would be done anyway. 

The incremental costs of running fiber to the curb or the final 
drop to the home is, we estimate, about $23 billion over about a 
20-year period of time, or about 70 cents per subscriber per year. 
And some of the independent studies that we saw were about 66 
cents. So, they are very close to what we calculated. 

Senator Burns. Mr. Chairman, in the essence of time, I have a 
couple of other questions for both Mr. Weiss and Mr. Allen, but we 
have a tremendously long day. And I know some of my colleagues 
have questions, too. 

And I appreciate both your time and being very open with us 
here and what we are trying to do in this tremendous industry. 
And I thank you for that. 

Thank you very much. 

Senator Inouye. Thank you. Senator Stevens. 

Senator Stevens. I am conscious of the time, too, but let me say. 
Dr. Duke, I admire your background and only wish we had some 
way to turn loose the technology that deal with some of the prob- 
lems I face, which I will be discussing with vour colleagues. 

Mr. Allen, I spent the last part — a part of the last month discuss- 
ing matters with your representatives, with GCI, which is like 
MCI. as you know, in our State, and Alascom people, discussing 
this bill. 

And as I got into it, I found out that I was dealing with the 
wrong subject. We really ought to be talking about the survival of 
telecommunications in my State, in view of the fact that your corn- 
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pany has indicated that it will soon replicate the existing delivery 
system in the State, because it is cheaper to do that, because of 
new technology, than to buy out Alascom. 

Now, that taught me a lesson, Fll tell you, veiy auickly, that the 
tumbling technology does bring about what Dr. Duke mentioned, a 
total recuiction in cost of new systems. 

And we are now in a situation of tryine to figure out what is 
gpine to happen. I do not want to color that with you. I do not 
tnink that is fair here today, because we are dealing with another 
subject. 

I want to get back to what I mentioned at the beginning. I am 
of the opinion that this bill gives the FCC a tremendous amount 
of new authority. We have all endorsed it overwhelmingly. 

Yet, I think the FCC are the busiest paperhangers in the State — 
in the Nation's Capital right now. They have so much to do. I am 
not sure that they can perform what they would have to perform 
here, particularly in view of the fact that I think that the authority 
of this bill completely will eliminate the State regulatory authori- 
ties. 

And I would call vour attention to section 6. One of you men- 
tioned section 6. If the Commission finds that the existing carriers 
fail to provide service under two categories, sufficient network ca- 
pacity, basically, and nondiscriminatory rates that are reason- 
ably—based on reasonably identifiable costs, then the Commission 
can take over or take any action that is necessary to achieve the 
goal of the bill. 

Now, in my State, that is worrisome to me, because of the identi- 
fiable costs concept. We have not had rate regulation based upon 
identifiable costs, particularly rural areas. My State is one-fifth the 
size of the United States. 

I do not need to tell you. It is 3,000 miles firom east to west and 
2,500 miles north to south. I would uree you gentlemen to give up 
golf and take up a little marine research and come up my way and 
try the rivers of Alaska and learn how big it is, and to ti^ to make 
a call firom there. 

In the article I mentioned, that the lessons of AT&T cellular 
move, it is pointed out that McCaw already offers toll-free calling 
on its cellular network in what it calls the city of Florida. 

I am interested in the city of Alaska. And the problem with it 
is right now, is trying to decide what this bill is going to do to our 
system. 

As I said, when I came to the Senate, Mr. Allen, the Army pro- 
vided our communications system. They sold it to RCA, then PTI 
came into Alascom. And now you are coming in. 

I am trying to figure out, if you are coming under this bill, what 
happens to us? Ana that is my question to you. That is not unfair, 
I do not think. 

It does seem to me that there is very little protection in here for 
a State that is interested in the carrier of last resort concept. And 
there is very little protection here for a State that still believes 
that telephone service ought to be equated to postal service in the 
sense of having a rate base that provides a commonality, whether 
rou are in Kotzebue or Ketchikan or Anchorage. Your cost to a 
amily and to a business should not be that much different 
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Now, is it possible that we are going to be able survive under 
this bill, Mr. Allen, if you come in? And I think you are coining. 

Mr. Allen. Well, Senator, first of all, you are to be commend^ 
for your long history of being concerned about and protecting the 
people of Alaska in Uiis particular area that I am familiar with and 
I am sure in other areas, as well. 

And of late, I believe you have joined the belief that competition 
will be good for your customers in Alaska. And that is one of the 
reasons why I hope you welcome us there. 

We are, indeed, today, every place we serve, whether we wish to 
be or not, the long-distance carrier of last resort. It is a part of our 
service history. 

It is part of our belief about universal service. It is a part of our 
culture. And, indeed, it is a part of the result of divestiture, when 
we were the only interexchange carrier in many locations. 

And the competition did not choose to serve many of those areas, 
because they tend to be low-margin areas and questionable in 
terms of their investment. 

I am proud to say that we have not abandoned any area in this 
United States. And if we come into Alaska, I can give you the same 
kind of assurances there. 

We will come in there on a business proposition that we hope is 
successful. And we will have to align our costs appropriately and 
our rates appropriately to do so, but if we come into Alaska, you 
can bet that we will serve your customers. And while we will not 
identify ourselves as the carrier of the last resort; that is, in fact, 
what we will be. 

Senator Stevens. Well, I appreciate that. As a matter of fact, 

f^our former associate, Charlie McCord and I used to argue at 
ength about whether AT&T should come in when we became a 
State. And I still — ^if it would be about— you know, about the price 
of McCaw, better off if you had. 

When I was there this last month, I ran into a situation where 
there is a small village on the west coast, where it costs $70,000 
to put in a new switch. 

It costs about $10,000 a year to maintain it. It has about an 
$8,000 revenue — an $8,000 annual revenue. And I understood what 
was told me at the time, that the reason that that switch was put 
in there was that a company likes to be able to tell its consumers, 
nationally, that it can deliver its calls wherever there is a tele- 
phone in tne country. 

Now, maybe that explanation I've simplified it too much, but 
then I come back and I read this bill. And it says that nondiscrim- 
inatory rates will be based upon reasonably identified costs of pro- 
viding the services. 

If those 1,000 people in that village are going to have costs based 
upon identifiable costs of providing services, they are going to be 
billed on the $70,000 plus the $10,000 a year. Today, those rates 
are not anywhere near compensatory to costs. 

Now, how can you provide services, say, in rural areas like mine 
and throughout the country, under this concept of nondiscrim- 
inatory rates based upon reasonably identified costs, when you are 
really talking about competitive situations that were described to 
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me, and that is that you want to be able to deliver your service on 
a universal basis? 

Today you would absorb those costs in your system. And our peo- 
ple would ^et service based upon what is a reasonably expected 
cost of service, rather than one based upon reasonably identifiable 
costs. 

Am I wrong to pick out those three words and say that means 
bad news for rural States? 

Mr. Allen. Well, I am not sure. I do think. Senator, that you 
oug^t to be wary about any legislation that puts all of the power 
or authority at uie FCC level or in any central point in this coun- 
try. 

It is not my understanding — ^maybe I have misread the legisla- 
tion — ^tiiat the elimination of State regulatory bodies is inevitable, 
if this legislation is passed. I do think you ought to be concerned 
about that. 

Our offerings for a long-distance service are generally uniform 
around the country, irrespective of the particular location in which 
we operate, whetiier it is Alaska or in a high metropolitan area like 
New York, so that our— one of the advantages we offer our cus- 
tomers is that they know that the rate will be comparably the same 
any place thev go. 

So, we will certainly not enter any market, as an institution, 
hoping to lose money, but we would have to go into Alaska or any 
other market on the basis of the relevant costs and what our na- 
tionwide rates structure would produce in the way of profits and 
margins. 

And it is not likely that the early entry would cause us to realize 
any profits for a time, but it is a longer term investment in the 
marketplace that would be of interest to us. But I do not know 
what specific cost numbers you are dealing with and, therefore, I 
cannot comment. 

Senator Stevens. I do not mean to be unfair about that And I 
am not going to prolong it. You know, the great problem I have is 
havine seen the progress we have made in our State and still wit- 
ness the terrible Third World poverty in areas of our State, I know 
that we cannot have service based upon identifiable costs. 

Now, we are either iping to have service and be part of the net- 
work — ^the telecommunications network of the United States or we 
are going to go back to the point where we are going to have to 
have some Federal system serve us. 

When we do that, then, and you have mothers and fathers in 
Florida that are trying to call their sons or daughters that are sta- 
tioned at some far off point in my State, I think you are going to 
bear tiie burden in the long run. You do hold yourself out to be able 
to deliver those calls wherever an individual is. 

Now, I do not know whether the cellular system is going to pro- 
vide the breaktiirough or not, but I just tell you, I have real res- 
ervations, based upon the specifics of this bill that deal with, on 
one hand, the pledge of universal service; on the other hand, a con- 
cept rf giving the 1>CC the authority to cdlocate the responsibility 
for r^ulation based upon whether or not the State agenc^ provides 
a system of nondiscriminatory rates based upon reasonaoly identi- 
fiwle costs. I would urge you to study that 
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And in my opinion, unless there is some way that the industry 
can explain to those of us from rural States what happens to those 
people thousands of miles from any other — 1,000 miles from a met- 
ropolitan area, what happens to them in terms of basic cost of tele- 
communications services, then, I think, this bill is going to have to 
wait for a long time in being enacted, as far as I am concerned. 

Mr. Weiss. Senator, if I may comment just a moment. 

Senator Stevens. Yes, sir. I apologize to all of you gentlemen for 
passing you by, but I think Mr. Allen is my current new found pen 
pal. [Laughter.] 

Yes, sir, Mr. Weiss. 

Mr. Weiss. I agree with you 

Mr. Allen. I was hoping you played golf. [Laughter.] 

Mr. Weiss. I agree with you that the regulatory process must be 
reformed. The historic investment-based regulation absolutely will 
not deal with the fast moving marketplace or the rural areas or 
whatever it is you are talking about in this industry. And Hiat is 
my point. 

We argue to move to price regulation, because that keeps the 
customer clearly in focus and does have an interest in what they 
get for what they spend, but rate of return regulation or investr 
ment-based regulation gets so detailed and tedious that there is not 
a regulatory body in the world today that can keep up with this 
industry and regulate it properly. 

So, one of the precepts of this bill, I think, has to be new forms 
of regulation to deal with the industry as it is moving forward. 

The final point, to change the subject a minute, your comment 
about McCaw and the city of Florida and service that tiiey pro- 
vide — toll-free calling throughout the State. 

One of the points I would make in spades here is if, in fact, 
AT&T acquires McCaw it is really mandatory that all of the oUier 
cellular providers be able to offer similar service offerings, which 
means, at the minimum, intercity permission ought to be granted 
to the cellular providers, because when tliose cellular systems are 
run by regional holding companies, they cannot do what McCaw 
does. And they are clearlv disadvantaged in the marketplace. 

Senator Stevens. Well, I understand the difference between the 
investment based concepts and the cost based concepts that we are 
coming into now. 

And that is one of the great feuds we have, however, in the rural 
areas, because I think that we are at the tentacles of this system 
as it tumbles. And we do not want to be left out I want my people 
to come into the 21st century with everyone else. 

And this bill indicates to me that we will stay back in the invest- 
ment base, while everyone else is going to the cost base system, un- 
less we are part of the national. I^d we will have to work that one 
out. 

But thank you very much, Mr. Chairman. Thank you, gentlemen. 

Senator Inouye. Senator Lott. 

Senator Loir. Thank you, Mr. Chairman. Now, in retrospect, I 
think I should have perhaps made my statement at the beginning 
of the hearing, but now I am going to acknowledge the good work 
that you and the Senator from Missouri have done on this. 
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You certainly have stirred up a lot of interest. And I think that 
it is very healthy. And I hope some good results will come out of 
these hearings in what finally is devised as legislation. 

I want to uiank the panel. And I apologize for the length of time 
you have had to wait to get through these questions. And I just 
really want to get into one area, since time has just completely got- 
ten awav from us. 

I think, Mr. Allen, that you should be congratulated for what ^ou 
have — ^are trying to accomplish there with McCaw. It is certainly 
an outstanding company, but there has been, again, a lot of inter- 
est and, I guess, some questions about how that is going to work, 
trying to understand the short- and the long-term implications of 
that merger and what it will mean both in local and long-distance 
competition. So, toward that end, I have just got two or three ques- 
tions I would like to ask at this time. 

Over the next few years, could AT&T use McCaw and wireless 
technology to bypass the local exchange? And if not, why not? 
Could that not be one of the results? 

Mr. Allen. Well, there is actually no incentive for us to do that. 
If you remember the chart I put up there, in order to build a totally 
wireless connection between wireless callers and anybody else, 
would cause us to commit untold capital dollars, which we have no 
incentive to do. 

That is to say, less than 1 percent of long-distance calls today are 
placed by cellular users. Now, hopefully, that will increase over 
time, but it is less than 1 percent today. 

And so we have no financial incentive or other incentive to build 
something around the local exchange that now connects those cus- 
tomers to the long-distance network, either at AT&T or one of our 
competitors. 

So, it is not our intention. It does not make strategic or financial 
sense. And we believe that the local exchange carriers can and 
should be the best providers of access. They nave the embedded 
plant. 

They have — ^in a competitive environment, they certainly would 
have nigher incentive to be the most efficient, the best supplier of 
access. And why would we want to commit our capital to Duilding 
something around them, when it is unnecessary, when we have so 
many other capital needs? 

Senator Lott. So, your answer is you could do it, but at this 
time, the financial incentive to do it would not be tiiere; is that 
right? 

Mr. Allen. Technically, it is possible, because I asked the presi- 
dent of the Bell Laboratories that last week, because this has be- 
come such an issue. And I had never asked the question before, 
which, obviously, means it is not a strategy of AT&Ts. 

And he said, 'Tes. Technically, anything is possible." But it does 
not make any sense. 

Senator Lott. As far as the number of people using those cel- 
lular systems for long-distance calls, I assume that as they are 
used in greater numbers and, you know, we are such a mobile soci- 
ety. I would say one-half the calls I make are long distance. 

Mr. Allen. Well, I hope they are AT&T calls. And I thank you 
for that, but you do not represent the average user of cellular serv- 
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ice, which tends to be in the local exchange or in the cellular call- 
ine area. 

Mr. Weiss. I would just, again, call your attention to the excep- 
tions, which will become the rule before too long. If you look at the 
city of— Florida service for McCaw, it is a netwoTK lashed up to 
provide statewide free calling within the cellular system. 

And so, quickly, at every turn, we have passed what currently 
seem to be normal conditions and technology will just change the 
world for us. 

Mr. Allen. I do believe that Bell-South, who is the other cellular 
provider there, has the same option to provide the same service. 

Senator Lott. Well, the foUowup question to this, the Bell com- 
panies now have cellular or wireless subsidiaries, and under— but 
under the current MFT restrictions, they are prohibited from pro- 
viding the same range of service, I believe, that AT&^ and McCaw 
could provide a customer, and that is both local and long-distance 
service. 

Does that not cause a possible disparity between the two? 

Mr. Allen. Well, they have the same option to provide local call- 
ing; that McCaw now has and that, presumably, we would have if 
this deal is consummated, through cellular calls for local purposes. 
So there is no disparity there. 

The disparity, perhaps, exists with respect to the restrictions of 
the MFJ that you talk about on connecting long-distance calls out- 
side of the particular serving RBOC territory. 

And as I said, that is less than 1 percent of the calls today, but 
whether it was 1 or 50 percent, the fundamental restrictions that 
were imposed by— in the MFJ were based on the fact that until 
and as lone as uie monopoly bottleneck exists, which it does here 
and which I have demonstrated we have to use even as a cellular 
provider, then there still remains that incentive and tendency, if 
you will, although perhaps not now intended, to subsidize, to cross- 
subsidize, to favor your own supplier, et cetera. 

So, competition, which this hill calls for in the local exchange, 
eUminates all of those problems. And then the market is open to 
everybody on an equal basis. 

Senator Lott. Is this a disparity that makes any difference, Mr. 
Weiss? 

Mr. Weiss. Well, Senator, I simply disagree with Mr. Allen on 
the premise he has laid out And I think my facts are correct A 
regional company is required to provide equal access opportunity 
for his customers in both local exchange and cellular. 

And what that means is we cannot lash up with an intercity car- 
rier to provide a phone network that goes oeyond any one of our 
tightly confined LATA's. You just cannot do it, dv law. 

Senator Lott. Just one last question, Mr. Allen, because we are 
out of time here. Could a consumer subscribing to McCaw select a 
lone-distance carrier other than AT&T? 

Mr. Allen. They can in some territories. And it is our intention, 
if the merger consummates, to provide equal access to all of our 
customers. 

They do today in several markets, particularly where they are 
joint partners with Pacific in San Francisco and with Bell-South in 
Los Angeles and Houston. And it would be our intent to give aU 
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of our cellular subscribers equal access to any interexchange car- 
rier they wish. 

Senator Lott. Well, this is certainly an interesting development. 
And I am sure we are going to be watching it very closely as it goes 
forward. 

Thank you, Mr. Chairman. 

Senator Inouye. OK. Senator Mathews. 

Senator Mathews. Thank you, Mr. Chairman. 

Mr. Weiss, we indicated a few moments ago that perhaps there 
was not an area of computation and of rates in some areas that 
both you and Mr. Allen had jurisdiction over, but there seems to 
be a pretty good healthy computation for the service in those areas. 

It seems to me that we are getting down to the point of what 
happens in a LATA, the things that you can do in one, the things 
that Mr. Allen can do and the things that neither of you can do 
or what. 

Would you share with me as a newcomer on this, you know, what 
is a LATA? What do you do in it? What does Mr. Allen do in it? 
What does MCI or somebody else do in it? 

Mr. Weiss. I will try to keep it as brief and simple as I can. At 
the time of divestiture, the Department of Justice and the AT&T 
Co. were seeking a means of separating the local exchange from 
the intercity business. Intercity being the toll call between msgor 
cities or major areas of the country. 

The term, LATA — or local access and transport area — ^is a de- 
fined area in which the local exchange can operate fully. It does not 
preclude competition from entering it, but that is the area in which 
the local exchange company can operate fully. 

Now, as that was worked out across the country, there are dra- 
matic diflferences in the way LATA's were devised. For example, 
Wisconsin has four LATA's. The State has four LATA's — ^northeast, 
soutli, southeast, and so forth. 

In Illinois there are more than a dozen LATA's, defined more 
around cities or communities— communities of interest. And any 
traffic between those, any calling between those, then goes to one 
of the MCFs, AT&T's, Sprints, or other carriers that provide that 
service. 

So, it was simply a way of defining and dividing the industry on 
divestiture. 

Senator Mathews. Could you— do you have the capability or do 
the local companies have the capability of crossing lines and legis- 
lation restricts you or is it a matter that you are just set up within 
the LATA to serve that area? 

Mr. Weiss. No. We used to, but then with divestiture, we sepa- 
rated those facilities, so that the things that went across that 
boundary went to AT&T, in effect, on divestiture. And we retained 
the facilities in the local exchange or the LATA, if you will. 

Now, could we do it again? Yes. In nearby arrangements, where, 
for example, the city of Rockford, IL, might want to reach up into 
soutliem Wisconsin. And we mig^t be the full service provider, if 
we had full freedom to do that. Yes. We could do that relatively 
easily. 
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Could we become a competitor on a national basis? Absolute^ 
not We do not have the investment capability to even think about 
that. 

So, our approach is to try to become full service providers to cus- 
tomers by being able to be their account manager, if vou will, and 
work with AT&T or MCI or whoever the customer dkooses to set 
up the total service. 

Today we cannot even do that We cannot resell. We cannot 
touch that We cannot manage a customer's business or his inter- 
city component We are totally prohibited from any part of that 

Senator Mathews. I have one other question. And then I want 
to ask Mr. Allen to respond to this, basically the same one. To what 
extent does cellular service enter into this equation of within a 
LATA and outside a LATA? Are you— can you offer cellular service 
in your LATAs? 

Mr. Weiss. Yes. We can offer cellular service within the LATA, 
but we are restricted to the same intercity prohibitions that we are 
for local exchange service. 

Senator Mathews. In Florida, if you are— does a Florida— cel- 
lular programs, other than McCaw, now, can they offer statewide 
service just as McCaw? 

Mr. Weiss. Not on the basis that McCaw is doing it That is my 
understanding. 

Senator Mathews. All right. Mr. Allen, on the news last week, 
I guess it was, a McCaw and AT&T merger, I think, sent some 
Shockwaves through the country, but also sent a lot of hope 
through the countiy, too, because of the things that are developing. 

I am thinking we are probably at a point where the technology 
is way ahead of where we are, in terms of allowing that technology 
to serve the people. 

And I am hoping that we are not behind, as a result of the ques- 
tion who is going to serve these people. And I hope we all have tiie 
same hope in mind and the same goals in mind on that. 

In terms of talking about an acquisition of McCaw, you seemed 
to say or suggest that it is sort of a routine-type acquisition. 

I mean, it is a natural business step in a progression of one step 
up the line. What other acquisitions has AT&T made since the 
breakup? What are we moving toward? What are you moving to- 
ward? 

Mr. Allen. Well, regardless of what I may have said, a $12.8 bil- 
lion acquisition is not routine, even in a company the size of AT&T. 
And the other msgor acouisition that we made a few years ag[0 was 
the NCR Corp., which has now become the computer division of 
AT&T. 

Except for an interest that we have in new technologies and new 
companies that bring different ideas on the scene — ^mostly Silicone 
Valley kinds of interests — we have no further plans in terms of 
mcnor acquisitions. 

We have stomached — ^if we complete this one successfully, we 
have done about all that I think we are capable of doing. And. in 
fact, the division of our business does not suggest that we need to 
move into any other areas, as long as we can execute on the strat- 
egy. 
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Senator Mathews. Have you made any— do you own any cable 
companies or is this— or is Uiat a next step which would tie all of 
these operations together? 

Mr. Allen. No. We do not own cable companies and have no in- 
terest in owning cable companies. We would like to be a provider 
of technology to both the telephone companies and the cable compa- 
nies, as we see both of those industries change, and hopefully seek 
a competitive environment stimulated there between the two of 
them in their own markets. 

And we believe we have the technology which can enable both 
the telephone companies and the cable companies to realize their 
vision. And there could be other suppliers of that, obviously, but 
our interest is in partnerships, as opposed to ownership. 

Senator Mathews. Just one other. Would you care to comment 
on any of the questions that I asked Mr. Weiss about service within 
a LATA area? 

Mr. Allen. No. No. Thank you. 

Senator Mathews. Thank you, Mr. Chairman. 

Senator Inouye. Thank you. Senator Breaux. 

Senator Breaux. Thank you, Mr. Chairman. And I thank all of 
the panel members for being here all morning and providing your 
testimony. 

Let me continue with my general theme or premise, and that is, 
that all communication companies that come to Congress, basically, 
come to the theme of let me in your business, but stay out of my 
business. 

And I hear that from just about everybody. I mean, some want 
to do manufacturing. Some want to do local service. Some want to 
do long-distance service. Some of them want to be in the cable busi- 
ness. Some want to be in the broadcasting business, but it does not 
leave anybody back in their business. 

Now, Mr. Allen, you and Mr. Weiss are incredibly successful and 
outstanding businessmen, captains of industry, supporters of the 
free enterprise system. 

What is wrong with the Congress just saying, "We are out of 
here, folks. If you can do, go do it. If you want to manufacture, Mr. 
Weiss, manufacture. Mr. Allen, if you want to do long-distance 
service, go to it. If you want to provide local service, if you can do 
it better than Mr. Weiss' companies, go to it." 

I mecm, we are tryine to determine what competition is here. 
Should not the free market determine what competition is? What's 
wrong with us just setting out here? Mr. Allen, do you buy that? 

Mr. Allen. I think if we could assure the American public that 
competition — there were no barriers to competition in all the mar- 
kets you have described and, in fact, customers had choice and the 
true competitive environment existed 

Senator Breaux. Well, would that not happen if Congress got out 
of it? Would that not happen if Congress got out of it? I mean, it 
is not happening now. 

I mean, your argument is that you do not have competition in 
the local systems, because we have got a monopoly, which was cre- 
ated by the Government. Suppose we did not have that anymore. 
Would not the competition exist? 
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Mr. Allen. Well, I would hope it would, but, Senator, I came 
from that environment. I was never malintended. I never intended 
to cross-subsidize. 

I never intended to disadvantage someone who might be a com- 
petitor against my business, but m retrospect, the whole Bell Sys- 
tem did so. 

That was the basis on which that business was broken apart, be- 
cause as competition entered parts of the business, we could not co- 
exist with competitive businesses and monopoly businesses, be- 
cause the temptation is there for mischief. 

I was a part of it I did not do it to hurt anybody, but I know 
that the collective efforts of all of us — ^well intended— set back the 
development of competition in this industry by a number of years. 

We all did a good job in building a telecommunications system 
for this country. It is the best in the world. The old system worked. 
It is time for a new one. 

Competition has been demonstrated to work. Let us get competi- 
tion in evei^ marketplace, except those areas where we neea be 
concerned — ^m the rural areas or areas where competition may not 
work. I am willing to concede that 

And then let us all go at each other. And we do not need this 
committee. We do not need the FCC. We do not need anvbody. 

Mr. Weiss. I already voted in favor of this proposal^ Senator, but 
we cannot even get started. I could ask Mr. Allen, if he acquires 
McCaw, would he not at least agree that we ought to have intercity 
or long-distance parity for cellular providers? 

Senator Breaux. You all have been very nice to each other. I 
mean, you are trying to bury each other economically. I mean, that 
is what it is all about [Lau^ter.] 

Mr. Weiss. Well, would it not be reasonable 

Senator Breaux. That's rieht These gentleman are lust being 
very nice. When they leave me room, you are trying to bury eacn 
other economically. Ihat is what it is afi about. And f am glad. 

Mr. Weiss. Would it not at least be reasonable for parity to exist 
in those parts of the industry which are similar, like cellular, if 
they acquire McCaw? 

Senator Breaux. Mr. Allen, why did you all buy McCaw? 

Mr. Allen. Well, we invented the technology. It seems natural 
to our business. It is a growing business. And it is something that 
AT&T needs to do. It needs to grow. It is not growing in its core 
business. It is a relatively new and developing technology. 

Senator Breaux. What does it allow you to do that you cannot 
do now? 

Mr. Allen. It allows us to be in a business that is growing, 
changing; one that is dynamic; one that we are not currently in, 
except as a provider of 

Senator Breaux. Local service? 

Mr. Allen. No. I do not know how many times I have to say it 
I do not want to be in the local service business. 

Senator Breaux. Is AT&T experimenting with facilities of our 
using cellular or their personal communications system to bypass 
the local exchanges? 

Mr. Allen. To my knowledge, the answer to that is "T^o." We 
have no intent to bypass, as long as the access providers give us 
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good service, cost base pricing and something — ^why would we want 
to rebuild an infrastructure, when we have got so many other cap- 
ital needs? 

Senator Breaux. Has AT&T not experimented with the question 
of bypassing the local exchange by the use of 

Mr. Allen. I am sure people in our organization have looked at 
every possibility. Every time we have even thought about bypass 
as any conscious strategy, we have rejected it on the basis that we 
have seven RBOC's out there and a whole lot of other local ex- 
change companies who ought to be in the best position of anybody 
in the world to provide the best access in the world. Why do we 
want to bypass? 

Senator Breaux. Mr. Weiss, why 

Mr. Allen. Occasionally— may I just add one thing? 

Senator Breaux. Sure. 

Mr. Allen. Occasionally, some customer will come to us, like 
Sears, he talks about, and say, ''Look, I am going to put my service 
out for bid to a long-distance carrier. Would you like to bid on it?" 

Well, my inclination is not to turn away, because I have a loyalty 
to Bill Weiss, who is an access provider. 

Senator Breaux. Mr. Weiss, why are you worried about Mr. 
Allen getting into the long-distance service? He says that when he 
goes to tiie local service, that it has to come through you anyway, 
that 99 percent of all of his use of local service, that you are going 
to benefit firom it, because he has to buy it firom you? 

Mr. Weiss. Well, that simply denies the movement of technology, 
Senator. I mean, I tried to describe in my opening comments the 
fact that the local exchange is the multifaceted operation. 

And in many elements of that, AT&T is a fairly significant play- 
er. So, I mean, I think — and I also tried to sav that if you get down 
to simply trying to define this on the basis of which market AT&T 
wants to enter or does not want to enter, and therefore, defining 
only those that they do not want to enter as monopolistic, denies 
the reasonableness of this whole scheme. 

The final point, simply, is this: I have got to take Mr. Allen's 
word. He has the law on his side. It seems to me this just ought 
to be changed. That is all. 

Senator Breaux. Mr. Allen, Mr. Weiss, in his testimony, sajrs 
that your company's long-distance carriers are already in their 
business. 

He says that long-distance carriers are ofiering local services in 
competition with the regional companies and local exchange compa- 
nies. And they have been quite successfiil. 

In the five states that Ameritech serves, long-distance carriers 
now provide 50 percent of the local toll service provided to larger 
business companies. 

These carriers have also successfiilly tamted 800 toU-firee serv- 
ices. In 4 years, we have lost 75 percent of our local 800 business. 

I mean, what he is saying is that ^ou are, collectively, in his 
business, but he cannot get in your busmess. 

Mr. AlI£N. Well, Senator, we can dispute the relevance of the 
small segments of the market where Sears is not in the world 
where we, in fact, compete. 
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Senator Breaux. You said it does not happen. It is not that 
much. 

Mr. Allen. Well, it is not relevant to the question of whether 
there is competition existing in the larger marketplace. 

It is of concern to Mr. Weiss and should be, but if one complains 
about losing 75 percent of the 800 service in a LATA, I think one 
has to go examine its offering in the marketplace with respect to 
price and service and features, not complain about whether some- 
body else is in the market or not 

If the telephone companies who have owned the LATA's for all 
of their existence cannot be the best service in tfiose LATA's on any 
basis, having them as their captive customers, if you will, then I 
do not know who can be. If s a fair marketplace with some excep- 
tions, the possibility to walk away from this and let the market- 
place decide, because there are forces who will eventually decide 
these issues in favor of almost all consumers, and we need to wony 
about those who are on the fringes. 

Mr. Weiss. And I agree with that. 

Thank you, Mr. Chairman. 

Senator Inouye. Thank you. 

Senator Packwood. 

Senator Packwood. Mr. Kapor, in your draft statement, under a 
JefFersonian vision of national information — ^this is not your state- 
ment today— but your draft statement we had, in your first para- 
graph you indicate what the benefits are that you want to achieve. 

And then you say, To achieve these and other benefits, the in- 
frastructure must be open, accessible, and affordable to all citizens 
throughout the country." 

In your statement today you say, To achieve these and other 
benefits we know that we need more capacity than is currently 
available in toda/s analog voice telephone system." 

I cannot find tins open, accessible, and affordable anyplace else. 
Have you changed your policy? 

Mr. Kapor. No, not at all. In the interest of keepine mv oral tes- 
timony to a reasonable length, we simply shortened t^e mil text of 
remarks. But I certainly stand firm on open, accessible, and afford- 
able. 

Senator Packwood. Then on page 4 of your testimony today, you 
use the argument about printing, and that being, perhaps, the 
most open, affordable, and accessible, and it is easy to get into, and 
easy to access. But to an average citizen, how is a DNA tax notice 
affordable at a couple of thousand bucks a year? 

Mr. Kapor. I am not familiar witJi the particular— is this an on- 
line service that— 

Senator Packwood. It used to be a print service. I mean, you can 
get them electronically now. But these are expensive, usually over- 
night, daily services of what is going on in some industries or Con- 
gress, and they are very expensive, comparatively speaking. But 
now are those affordable to an average citizen? 

Mr. Kapor. Well, there is an interesting dynamic that happens 
that we have seen with expensive information services, in the con- 
text of the Internet. 
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The same service which formerly miciit have been $100 an hour 
to access is made available commercially on the Internet for $5 to 
$10 an hour, profitablv. How can that be possible? 

Well, it turns out Uiat when we have a big infrastructure that 
is capaJble of reaching a lot of people you do not have to charge the 
high prices. To the extent that the mfrastructure underlying the 
service is limited, the providers are going to have to charge more. 

Senator Packwood. Well, let me give you anotiier one then, 
^pen platform services,** the infrastructure which you are talking 
about, Svill enable children at home to tie into their school library 
to do their homework, or make it possible for a parent who makes 
a video of the local elementary school soccer ^me to share it with 
parents and students throughout the community." 

What if the parent cannot afford the video camera? 

Mr. Kapor. Well, the interesting things to look at are the cost 
curves for all of this technology. For instance, the cost of the equip- 
ment that you would need to receive this open platform service 
would be extremely small, especially at the point when it can be 
integrated into every single television set, just as we have seen 
captioned decoders being integrated in so that every TV will have 
that capability. 

Receiving information, interactive multimedia, it is not going to 
be a cost barrier, as long as you assume that people will oe able 
to buy TVs. The last time I heard, more people had TVs than ei- 
ther telephones or indoor plumbing. 

Senator Packwood. OK. 

Mr. Kapor. But on the other side 

Senator Packwood. Well, wait. Wait. This is what I want to get 
to. In other words, affordable does not mean that the Government 
has to provide it. If people can afford to buy a television, that is 
adequate. 

Mr. Kapor. Absolutely. 

Senator Packwood. OK. 

Mr. Kapor. The whole idea is to ramp up the technology by mak- 
ing it available on a mass scale. That is what is going to drive 
down costs. 

Why do personal computers come down in cost from $5,000 to 
$500? By the way, the $500 base machine you buy today is about 
50 times more powerfiil than the one you paid $5,000 for 15 years 
ago. 

Senator Packwood. I just want to make sure I understand the 
goals of your organization. You are not saying at the start that we 
have to make new technology affordable to everybody in the coun- 
try as it becomes available. 

And it is initially expensive. I realize that it will come down, but 
we do not have to make it affordable to evenrbody. 

Mr. Kapor. Absolutely. When we say affordaole, we think that 
the economics of deploying open platforms will cost — ^that is the 
single thing that will cause the costs of the technology to come 
down in tiie most rapid fashion. 

We do believe that at the margin there are still going to be some 
class of users out there who are going to require some sort of sub- 
sidy, but we really think that is uie marginal case, just as it is the 
marginal case tooay. 
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Senator Packwood. And there will always be some class of serv- 
ice that is quite enensive, and only a few people can— there are 
only a few people who want it, quite frankly. 

Mr. Kapor. That is ri|^t. Jf the market is aUowed to operate, I 
mean, it will sort itself out, and clearly there are going tone some 
veiy hig^-end services. 

Senator Packwood. My hundi is that the average citizen does 
not want DNA tax notes. I seldom want it 

Mr. Kapor. You may also find, thou^, that there are sources rf 
information today that are very expensive, that are assumed not to 
be of interest, but, in fact, turn out to be of interest And there is 
a barrier, in terms of an artificial scarcity that was created by its 
price or its technological unavailability. 

Senator Packwood. Let me ask you this question, and then I 
want to go to the two telephone men. In terms of asd>le television, 
should there be any chaise for premium channels at all, or should 
that be available to eveiybody? 

Mr. Kapor. The distinction that we make in the first instance is 
between the entire range of kinds of services that are offered todav 
on cable — and that includes basic and premium, and so on — ^which 
are one-way, noninteractive, and where the content is controlled 
and selected by the cable provider. 

We contrast with that with open platform services which will be 
interactive, two-way switdied, and where the content will be deter- 
mined by tne users. What we are saying is 

Senator Packwood. No. No. You are not following my question. 

Mr. Kapor. OK. 

Senator Packwood. I understand there is one-way versus two- 
way. What I am saying is: Should that benefit be fi-ee to the user, 
whether as one-way or two-way, or are there some things for which 
you will be allowed to charge which some people cannot afford? I 
do not care if it is two-way. It is input, rather than receiving. 

Mr. Kapor. I do not have an answer to that question, and I am 
not going to tell you that I do. But I would say tiiat we would huve 
to look at specific instances, not formulate the general rule. 

We have to decide whether something like HBO is important 
enough to interfere with the working of the market, and demand 
that it be offered in a certain way. 'Hiat is outside my area of ex- 
pertise, but I agree that it is a very legitimate question. 

Mr. Weiss. Senator, if you would get back to the ISDN 
service 

Senator Packwood. The basic what? 

Mr. Weiss. The basic ISDN service, the rates for that service in 
our five States range fit>m $20 to roughly $48. The differences at 
the hi|^ end are because of a good deal of usage added into the 
rate, where at the low end it is basic service. Now, that is very 
comparable to cable television rates in most States rii^t now. 

So, if you are talking about, ''Is it affordable?" broadly, I think 
so. 

And we have had no investment help in making that happen. 

Senator Packwood. Eventually, I am going to ^et back to the old 
argument of subsidy. I go bade far enough on this committee that 
I can remember the advertisements that Mr. DeButts used to cut 
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on television, and Charlie Brown. I have not seen Mr. Allen a lot 
on television. 

Mr. Allen. You will not see me enticed into that arena. 

Senator Packwood. OK. [Laughter.] 

I would pay to see you. There might be a small base of support. 

This statement that Senator Breaux read of yours, Mr. Weiss, 
Telecommunication providers, other than Bell companies, already 
are free to compete outside their traditional businesses. Long-dis- 
tance carriers are ofTerine local services in competition with the re- 
fional companies and ouier local exchange companies, and they 
ave been quite successful." 

Who are the long-distance carriers? Mr. Allen says he is not 
doing it. Who are the long-distance— or is Mr. Allen doing it? 

Mr. Weiss. Yes. He is. And so 

Senator Packwood. OK. Mr. Allen, are you doing it? 

Mr. Weiss. So is everybody. 

Senator Packwood. All right. Are you doing it, Mr. Allen? 

Mr. Allen. Are you talking— are you back to Sears? [Laughter.] 

Senator Packwood. I am talking about long-distance carriers of- 
fering local service in competition with regional companies. 

Mr. Allen. No. No. We do not offer local service anyplace in com- 
petition with local 

Senator Packwood. Now, Mr. Weiss, you said they do. 

Mr. Weiss. Yes. They do. [Laughter.] 

Senator Packwood. Can you 

Mr. Allen. We are prohibited from owning an RBOC. 

Senator Packwood. Well, Mr. Weiss, can you respond then? 

Mr. Weiss. Mr. Allen very tightly defines a local exchange in his 
response to that part where they are not involved. 

But I have tried to lay out in my oral comments here this morn- 
ing that there are many elements at the local exchange. And they 
participate in a number of those markets, as do others. And that 
is absolutely the way it ought to be. 

Senator FACKWOOD. What is Mr. Allen, in your mind, defining 
very tightly so that it excludes the definition of local competition 
when he says he is not in it? 

Mr. Weiss. He has to define local residential telephone service as 
the basis of choice. 

Senator Packwood. So, he is saying, in your judgment, "I am not 
in the local residential telephone service; therefore, I am not in- 
volved in local" 

Mr. Weiss. Essentially. 

Senator Packwood. Is that what you are saying, Mr. Allen? 

Mr. Allen. I am not in the local residential telephone service 
business. I am not in the local business telephone service. We pro- 
vide long-distance service to customers who are both residential- 
and business-oriented. 

And in a few instances, we do direct connect with lai|:e busi- 
nesses who want to aggregate their usage, and bypass the local ex- 
change, which may be 

Senator Packwood. For purposes of long-distance calls. 

Mr. Allen. For purposes of^ long-distance calls, and presumably 
for efficiency reasons, and are managed under their own networks, 
which is not something that we 
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Mr. Weiss. They provide PBX systems in many cases. 

Senator Packwood. They provide what? 

Mr. Weiss. They provide PBX systems, if that is 

Senator Packwood. You mean equipment. 

Mr. Weiss. Yes. And thev provide key systems 

Senator Packwood. Well, I do not mean equipment I am still 
conftised by local competition, as to what you are saying and what 
Mr. Allen just said. 

Mr. Weiss. I am saying of all the revenue streams available to 
the local exchange companies, to make it a vital company, and to 
permit it to move forward with the investments that this commit- 
tee is very concerned about, Mr. Allen is in many of those elements 
of my business. 

Senator Packwood. What are they? 

Mr. Weiss. A large business. 

Senator Packwood. A laree business making local phone calls. 

Mr. Weiss. The equipment ousiness. 

Senator Packwood. No. No. No. Let us go one at a time. He is 
a large business making local phone calls. He is in that business. 

Mr. Weiss. Yes. 

Senator Packwood. Mr. Allen, are you in that business 

Mr. Allen. Well, I do not understand. I do not know what his 
definition of local is. It is possible, I suppose, for a business cus- 
tomer to make long-distance calls that comes back into his phone 
exchange. It is not a very efficient way of doing it. 

Senator Packwood. No. What I essentially mean — although, I 
imderstand you are not the Sears provider; somebody else is, fi'om 
Chicago. 

Mr. Allen. Even if we were. 

Senator Packwood. All rig^t. Even if you were. I think what he 
means is that the local Sears employee calls the garage to see if 
their car is ready. He got it repaired, and somehow you are han- 
dling that call. 

Is that what vou mean, Mr. Weiss? 

Mr. Weiss. If we sell the PBX, and the call is made 

Senator Packwood. No. I do not mean the equipment. I under- 
stand the equipment part of it. 

Mr. Weiss. These are major systems that are just as large as our 
local exchange switches. When you take the First Chicago Co. — and 
since Mr. Allen lost Sears, why, I will talk about First Chicago. 

The issue here is that that is a multistructured, msgor business 
accoimt, provided in large measure by AT&T, for the equipment 
and the service within that system. 

Senator Packwood. OK. 

Mr. Weiss. And those calls are occurring within the local ex- 
change just the same as two calls between business systems. But 
by definition, AT&T would very much like to have those excluded. 
Now, they are part of my revenue structure, if I can be competitive 
for them. 

Senator Packwood. I still do not understand. I understand 
AT&T provides equipment And what does Allied — ^to use whatever 
example you said. 

Mr. Weiss. The First Chicago Corp. 
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Senator Packwood. All right. The First Chicago Corp. AT&T 
provides a lot of their equipment, maybe all of their equipment, for 
all I know. 

Now, the secretary at First Chicago is goine to call her husband. 
She picks up the phone. Does this completely bypass your network? 
And this is a local call, not only put on AT&Ts equipment, but it 
goes over lines that are not yours to the secretary s home in Chi- 
ci^o. 

Mr. Weiss. Not normally, if he is not located in the same general 
business configuration that she is. 

Senator Packwood. In other words, if he is in the bank 

Mr. Weiss. If he is in the bank, she would be calling totally out- 
side of our service. 

Senator Packwood. I cannot get the answer. 

Mr. Weiss. Because you see 

Senator Packwood. Senator Gorton says the answer is 
intrabusiness calls. He says Boeine-Everett to Boeing-Seattle mieht 
be handled by somebody other tnan the local exchange; is that 
right? 

Senator Gorton. I think they are the same. That is right. 

Senator Packwood. So, that is what you mean by local competi- 
tion, tiiat they are handling on their own lines, or not with your 
lines, or do they interconnect 

Mr. Weiss. Either way. 

Senator Packwood Lcontinuing]. With some intermediary car- 
rier? 

Mr. Weiss. Either way. If the First Chicago Corp. has a series 
of business locations around town, thev may connect those locations 
with somebody that has nothing to ao with us, like Metropolitan 
Fiber Systems, or Teleport^ that provides connecting links and 
dedicated channels between those. So, it is a totally internal sys- 
tem, in various locations in the city, that bypasses the local ex- 
change totally. 

Senator Packwood. Basically, it is an in-house communications 
system for the company. 

Mr. Weiss. Yes. But what is the difference between that and any 
other call that is being made within the local exchange? 

Senator Packwood. Sure. You may have a point. I am just trying 
to get down to how the physics of this works. Now, the company 
is all hooked up intracompany. To the extent that you make a call 
on the company phone that is outside the company, it goes to your 
home, and you normally carry that 

Mr. Allen. Yes. 

Senator Packwood. OK. So, the competition is not what we 
would normally call, or what the average citizen would think of as 
local competition, because we do not think of it as intrabusiness 
initially. We tiiink of it as residential. 

Mr. Weiss. That is right. 

Senator Packwood. And if one business were to use this 
intraphone system to call another business, you would hcmdle that 
call. 

Mr. Weiss. We probably would. We would not necessarily, but we 
probably would if it were within Chicago. 
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Senator Packwood. OK. Now, what would huppen if we were to 
simply say to the two of you, and Senator Breauz was pursuing 
this, nVe would preempt tne States' competition, and why do not 
the two of you just go at it for long-distance and local?" 

What would happen? 

Mr. Weiss. There would be a reactjustment of the industry. In 
other words, my business would change, and so would Mr. Allen's, 
but in ways that would not— for example, if I did not have a na- 
tionwide intercity network, as he does, I cannot provide that serv- 
ice. 

So, what I would do with this freedom is work with customers, 
so that I would become their agent to negotiate and handle all of 
the services they want, even though some of it mig^t be provided 
by AT&T, or some of it mig^t be provided by MCI or others. I can- 
not do that today. So, I really am very limited when I even get in 
the negotiations. 

Senator Packwood. I understand that you cannot do it today. I 
am wondering what would happen if both of you could eo at eadi 
other in your respective businesses, let us say within a deadline of 
January 1. 1995, and at that stage we would preempt State regula- 
tions and local regulations, and we say to you and Mr. Allen, ^Xxet 
ready." 

Now, what would happen? 

Mr. WEISS. What would happen, in my opinion, is that all ele- 
ments of the industry would grow faster than they are tbday. To 
Mr. Allen's testimony, that is what competition generallv does 

Senator Packwood. Mr. Allen, what do you thmk would happen? 

Mr. Weiss [continuing]. Expand the marketplace. 

Senator Packwood. You are given a reasonable time, I do not 
know if that is a reasonable time, but a reasonable time where you 
are all to start together. 

Mr. Allen. Well, I certainly acpree with Mr. Weiss that there 
would be radical changes in the inaustrjr. 

Senator Packwood. Would it be a desirable change? 

Mr. Allen. Under the current circumstances of that bottleneck, 
called the local telephone network, whidi all of those calls have to 
move throi]^, it would not be a workable situation, in terms of 
real competition. 

If we nad all this competition, I am all for it. I would like to 
think tliat we could do it 1^ then, but it seems unrealistic. 

Senator Packwood. You were apparently able to eliminate the 
local bottleneck intrabusiness calls, using a wire that is not tiieirs, 
within one business. 

Mr. Allen. Well, that is the nature of the way most PBX sys- 
tems are built. In fact, that is a competitive marketplace which 
man^ other companies could have won the account for Chicago, in- 
cluding Illinois Bell. 

Senator Packwood. But you managed to get around the bottle- 
neck. 

Mr. Allen. No. It is not around the bottleneck, because calling 
within most companies is done throu^ some switching device on 
the premises, or in the central office, if it happens to be served by 
what is generally called a Centrex service or some variation on that 
by the local exchange company. 
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Senator Packwood. Does it use Illinois Bell's lines at all to do 
it? 

Mr. Weiss. Yes. It does. 

Senator Packwood. Oh, it does. 

Mr. Weiss. Yes. Just as 

Senator Packwood. Does it even for the intrabusiness? 

Mr. Weiss. I believe that is tiie way it is. 

Mr. Allen. No. No. Normally the traffic would not flow back into 
the central office and back out, although, I think in earlier days 
that was probably the way it worked, which was not particularly 
efficient. 

Senator Packwood. If you were given — again, I do not know 
what a reasonable time is — a reasonable time to prepare, you 
would still not get around the bottleneck. 

Mr. Allen. I know of no way to do that. But I can do it. As I 
said earlier, it is technically feasible. It is possible. It is not realis- 
tic or practical from a financial point of view. And they ought to 
be the best providers of access. 

Senator Packwood. Thank you, Mr. Chairman. 

Senator Inouye. Senator Gorton. 

OPEING STATEMENT OP SENATOR GORTON 

Senator Gorton. I would like to go back to the fundamental 
questions which Senator Danforth was asking, and followup on 
them. 

I take it that, Mr. Allen, you said that this competition about 
which you spoke, and Senator Packwood spoke, even with respect 
to this local bottleneck, will be perfectly valid and acceptable, as 
far as you are concerned, as long as you were not goin|^ through 
a monopoly provider, or as long as there is real competition in tine 
provision of the local services, is that correct 

Mr. Allen. That is correct. 

Senator Gorton [continuing]. But that such competition does not 
now exist. Mr. Weiss, now, on the other hand, feels diat that com- 
petition does now exist, and so he should be permitted into a busi- 
ness from which he is now prohibited. 

You have asked in your written testimonv that we come up with 
an objective definition of "competition," to snow when that competi- 
tion exists. 

I, in turn, would ask that both you and Mr. Weiss submit to us 
a definition of what you believe real competition is, so that we 
could determine — ^Mr. Weiss, evidently, the definition that you 
would provide us would be one which is now, in fact, in existence. 

Nevertheless, from the point of view of poIic3nnakers setting 
broad policy, when you are at the heart of the question of competi- 
tion, we ou^t to have some concept of what each of you believes 
that competition is. 

^e you simply asking us, Mr. Allen, to come up with that our- 
selves, or do you have a proposed statutory definition of the form 
of competition which is necessary, from your perspective, before we 
should allow Mr. Weiss to be in your business? 

Mr. Allen. We do not have a statutoiy definition. We would be 
glad to work with you and the committee to try and develop one. 
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In retrospect^ I think Senator Danforth's, to follow the golfing anal- 
ogy, was asking us to establish a handicap ostein. 

Until we can be sure that we have a handicap ^stem which 
properly defines the marketplace and its competitors, neither of us 
can have the proper handicap to go head to head on tne golf course. 

Now, that assumes that I want in the local exchange business to 
b^n with, which I do not But if 

Senator Gorton. You want a competitive local ^stem. 

Mr. Allen. I want a competitive local system, because I think 
that will benefit consumers, it will benefit the Nation, and, ves, it 
will benefit AT&T, because you pay 40 percent of every dollar to 
them. 

Senator Gorton. Since that is so vital to you, it would seem to 
me that you would have a high degree of incentive that is present- 
ing to us a statutory definition of AFTA conditions, so others can 
critique it. 

Mr. Weiss, firom your perspective, while I think I followed the 
distinctions between you and Mr. Allen, in connection with Senator 
Packwood questions, I would Uke to see in writing why it is that 
you think that that competitive situation exists at the present 
time, and not just the statement that competition exists. 

But what is the definition of '^competition," which the present sit- 
uation fits, and, therefore, in your view, qualifies you to enter into 
these other businesses? Are you capable of giving us an answer to 
that question? 

Mr. Weiss. Well, we will certainly try, Senator. As I said before, 
it is a complicated issue, but I will 6ry to do that 

Senator Gorton. I have one ancillary question for you, and I 
think, by extension, to Mr. Allen, who very graciously admitted 
that imconsdously, competitors were inhibited by the previous situ- 
ation, when AT&T, in effect, did it all. 

We have — I am not going to be here when we get to the next 
panel. But we have one example, someone firom Hello, Inc., who I 
think is quite typical of many small and struggling companies, in 
one aspect of me communications business or another, who says, 
'^ell, maybe theoretically this competition is available now, but 
since I have to go through the RBOC's with all of my customers, 
my customers are told, 'No, my service really cannot oe provided, 
and besides we do it better.'" 

And, in effect, in the real world, whatever the theoretical com- 
petition is, the small person is greatly disadvantaged, and prohib- 
ited fi'om competing enectively. 

It is one thing for us here to talk about whether we can create 
a situation in which the two of you, huge corporations, can com- 
pete. 

But how can we also assure that these smaller companies that 
are just starting into the business, and perhaps engaged in only 
one part of it, are treated fairly, I think particularly oy your com- 
pany, and I suspect by Mr. Allen's as well? 

Mr. Weiss. Well, if vou look at their growth characteristics today, 
they are verv successnil companies. They have good cost character- 
istics. They have good Quality, and they are formidable competitors. 

Not all, but the good ones are. I thmk that really takes care of 
itself. They have found areas of our business that they can enter. 
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where they can do that business veiy well, and they are beine; very 
successful. And none of the rules that I am proposing will change 
that capabiUty on their part. 

Senator Gorton. So, you do not think, in fact, that there is dis- 
crimination or unfair competition on the part of RBOC's with most 
or many of the strugg^nE companies; is that right? 

Mr. WEISS. They would not have gotten started if there were. 
Now, there are continuouslv developing rules and poUcies at both 
the State and Federal level, and interconnection in other matters, 
on a full and fair basis. 

I mean, that is happening. Most of those things are worked out 
among the parties and the local regulator. But they are growing 
companies, and they are vital companies. 

Senator Gorton. Finally, for vou, Mr. Weiss, how much do you 
require before you will be per&cdy comfortable with the AT&T 
purchase of McCaw? Do you require only what I heard you say at 
one point, the 8A>ility for die RBOC's cellular companies to do ex- 
actly the same things that McCaw can do? 

Do you require being able to get back into the long-distance busi- 
ness on a fairly unlimited basis, or do you require not only getting 
back into the long-distance business on a fair basis, but being in 
tiie manufacturing business, and die information services business 
as well? 

Do you have to have the whole kit and caboodle before you will 
agree that AT&T should be allowed to take over McCaw? 

Mr. Weiss. If AT&T acquires McCaw, which is their first minor 
entrance into the cellular business, all I ask is parity. Make the 
rules equal for the players of that game. 

Senator Gorton. What will that require? That does not have 
anything to do with manufacturing, or does it, because AT&T can 
manufacture 

Mr. Weiss. No. There is a manufacturing issue, because AT&T 
is the provider of both the cellular equipment as well as the inter- 
city service. But that is not what we are talking about here. 

We have asked AT&T, and at least we have Mr. Allen's word 
that says they will provide us the same technology in the same 
terms and timeframe that they do anything they use themselves. 

I will accept thaL if, in fact, that poUcy is carried forward. So, 
what I am really asking for is the same parity on intercity capabil- 
ity, that the cellidar systems owned by regional companies, which 
are hindered hy the MFJ, are given the same kind of privileges 
that AT&T/McCaw would have. 

Senator Gorton. So, information services and manufacturing are 
separate. 

Mr. Weiss. Those are other issues. They are broader issues. 

Senator Gorton. All rig^t Thank you. 

Thank you, Mr. Chairman. 

Senator Inouye. Thank you very much. 

Senator Bums. 

Senator Burns. I iust want to foUowup, and then we can all go 
to lunch here, and I have some other things to do, too. 

For fear of oversimpUfying what we are facing here, I want to 
draw an analogy. I spent about 20 years refereeing footbiedl. 
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I can work a game in Montana, or Texas, or Florida, or, yes, even 
here in Washington, DC, and have very few problems, or hsurdly 
anv problems, mavbe in judgment, but not with regard to the 
rulebook, because the rulebook is the same in every State. It is the 
same. 

I can draw an analogy, when we start forming up legislation, and 
drawing up rules about the RBOC's, and then I think we can go 
over and do the same thing as far as the long-distance carriers are 
concerned, because there is competition there, and maybe one 
rulebook over here, and one rulebook over there. But whenever we 
start making those rulebooks, that is where we start running into 
trouble. 

Now, you, Mr. Allen, say that you do not have any incentive to 
go into the local business, in other words, the local business, or the 
universal business — $25 billion dollars is a lot of incentive. 

And I look at that, and I have a feeling: I get very nervous about 
that, but the problem we are having is tiying to meld these 
ruleoooks, and ao it fairly. Is that an oversimplification? 

Mr. Weiss. I am sorry. I thought you were speaking to Mr. 

Senator Burns. Well, whomever. 

Mr. Allen. I am not sure it is an oversimplification. It is pretty 
hard to play a eame with a bat when you are football referee. You 
are mixing up tne two games. 

I think, to some extent, that is the challenge we face, in that we 
have a competitive game, and we have a monopoly game, if you 
will, and trying to find rules that apply commonly to both groups 
is very difficult. 

And that is why they need rules from one area through the tran- 
sition period, and then the same rules would apply to everybody. 
But it IS a difficult challen^^e. 

Senator Burns. Well, I just think that, I just happen to believe 
that the 40 cents on every dollar that you send to the local univer- 
sal service provider provides quite a lot of incentive to circumvent 
or bjrpass tne local provider, and I will be willing to watch that 
veiy closely. 

Mr. Allen. That is precisely why I would like to have competi- 
tion at the local level, so that 40 cents out of every dollar moves 
down to some lower number. 

Mr. Weiss. Senator, while I was waiting for Mr. Allen — ^my 
apologies — ^I was noting two things. One is that, as Senator Stevens 
pointed out, the game is different in Chicago and Alaska. 

So, the rulebook has to be modified to deal with those cir- 
cumstances, and that is why I still appeal that the local regulator 
has to be brought into the process, as these things unfold, and our 
industry moves forward. 

I also would say to this subcommittee, that the last legislation 
that effectively governs the industry was passed in 1934; therefore, 
I expect that wnatever legislation occurs now would last a long 
time. 

The pace of change in this industry is such that if it is not very 
broad, and permits a lot of discretion, it will be outdated within 2 
or 3 years. And that is my concern. It is very hard to stay up with 
what is happening. There is a land mine eveiy week in our indus- 
try. 
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Senator Burns. Thank you very much. 

Mr. Chairman, it is all yours. 

Senator Inouye. OK 

Senator Danforth. Mr. Chairman, could I just add one thing? 

I appreciate eveiybocly's patience. I do not think anybody on this 
panel or anybody in the audience guessed that we would have been 
nere this long today, and we really appreciate your help to the com- 
mittee. 

I would like Mr. Weiss and Mr. Allen to take you up on what we 
talked about earlier, and my hope would be that each one of you 
would designate somdbody who has your personal ear to meet with 
us to try to do our best to define what does constitute competition 
in the regional market If you could do that, we would very much 
appreciate it. 

Mr. Weiss. Senator, I am here representing seven regional com- 
panies, so I must say that I feel obligated to include ail parties in 
that request. 

Senator Danforth. Sure. 

Mr. Weiss. Thank you. 

Senator Danforth. I mean, that would be my understanding, 
that — ^I do not think we want a huse room full of people, because 
if you do that, you just get bogged aown immediately. But just for 
the sake of discussion, or edification of us, if we coula have one per- 
son from each. 

Mr. Weiss. I will try to do that. 

Senator Danforth. Thank you. I mean, from each of you, not 
from — thank you. 

Senator Inouye. I have a little problem here. I am prepared to 
stay here all afternoon, if necessary, but as Senator Danforth indi- 
cated, we had no idea that the first panel would be sitting here this 
long. 

It has never hanpened in the past. Therefore. I feel rather bad 
for the second and third panel, because in all likelihood, because 
of other commitments, you would be luclcy if you had two Senators 
sitting here. 

I am willing to have additional hearings, so that you will have 
a broader panel here of Senators to listen to vour testimony, but 
I also realize diat some of you have traveled long distances to be 
with us, and it may be difficult for you to get back again. 

So, may I call upon the remaining eight witnesses — ^we will have 
a short recess. If ^ou will, come up here and we will discuss this. 
If you wish to continue, we will continue. 

Thank vou very much at this time. 

[A brief recess was taken.] 

Senator Inouye. We have iust decided that panel three, consist- 
ing of Mr. Dean J. Miller and Mr. William F. Squadron, will return 
to the committee at our next hearing. We will continue this mom- 
infi^ hearine widi die second panel. 

The panel consists of the president of West Publishing Co., Mr. 
Vance P. Opperman; die legislative director of the Consumer Fed- 
eration of America, Mr. Gene Kimmelman; the superintendent of 
Glasgow Electric Plant Board, Mr. William J. Ray; president and 
chiefexecutive officer of Eastern TeleLo&ncs Corp., and chairman of 
the board of the Association for Local Telecommunications Services, 
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Mr. Gary E. Lasher; the secretary-treasurer of Communications 
Workers of America, Ms. Barbara J. Easterling; and the vice presi- 
dent of Administration of Hello, Inc., Ms. Paula Smith Preston. 

On behalf of tiie committee I thank you ladies and gentlemen for 
your patience and your cooperation. It is very important to us. May 
I now call upon Mr. Opperman? 

STATEMENT OF VANCE K. OPPERMAN, PRESIDENT, WEST 
PUBLISHING CO. 

Mr. Opperman. Mr. Chairman, Senator Danforth, my name is 
Vance Opperman. I am liie president of West Publishing Co. 

We are here to support all of the thrust and much of the lan- 
guage of S. 1086. In the interest of time, let me just briefly outline 
why we believe our experience, and the experience of the informa- 
tion industry, speaks eloquently for why a law such as 1086 should 
be passed. 

I will speak first for my company, and then for the industry. In 
1982, when the Bell monopoly was broken up— and I will speak in 
general numbers — our company had less than 100 people employed 
lull time in our electronic publishing products. 

Today, and using roimd numbers, to give you an idea of the order 
of magnitude, we employ more than 1,000 people in that type of ac- 
tivity. 

Our fine competitors, such as the Mead Corp., barely existed 
prior to the breaJ^up of the Bell monopoly, and today is a very large 
and very successful organization doing electronic publishing out of 
the State of Ohio. 

That experience is mirrored in the entire industry. For example, 
according to Department of Commerce studies for the industrial 
outlook for the last 10 years, prior to the breakup of the Bell mo- 
nopoly, less than 10,000 people in this country were employed in 
electronic publishing and the information services industry. And 
today, that number is over 1 million people employed. 

We have a positive balance of trade. We lead the world. The in- 
crease of information services in the world, in the United States, 
56 percent of that information is originated and comes firom the 
United States, 32 percent in Europe, and 2 percent in Japan. And 
t^at gap has widened since the breakup of the Bell monopolies. 

I would be belaboring something diat I think this committee 
knows well, and that everyone else in this room I think would 
agree with, and that is, competition is good. Competition created 
this industry. 

Competition gives us new products, new innovation, lower prices, 
and greater access. And the thrust of 1086, the goal is toward 
breaking up now the second type of monopoly, and mat is the bot- 
tleneck monopoly. 

And the local exchange, if our experience is any kind of guide in 
this coimtry, will accomplish the same kind of beneficial results 
that we have already seen in information industries. 

I thought for a minute — and with all due respect to Mr. Allen, 
a man I admire — ^I thought for a moment I might have attended 
a meeting of monopolists anonymous. [Laughter.] 
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Mr. Allen said that, Tes, it was true, there was a time when, 
even thou^ I tried not to cross subsidize, I tried not to discrimi- 
nate, yes, mdeed, as a monopolist. I did.** 

I do not mean to make tun or that, because that is, of course, 
what the experience has been. And that will be the experience, and 
has been the experience, if we allow the local bottleneck monopoty 
to go without the kinds of protections that we have had to date. 

^d this bill addresses that experience, and addresses it in two 
significant ways. First, there is a recognition that there has to be 
structural safeguards. 

And if those structural safeguards are not put in the local ex- 
change, and if they are not required to be followed, we will have 
exactly that cross-subsidization problem, that problem that we 
know existed, that problem that we observed, that problem that 
was broken up, and once it was broken up, that led to the tremen- 
dous American success stoiy that the information industiy is today. 

And second, the legislation talks to the second problem, and that 
is to protect Americans' privacy, the so-called CPNI issue, the issue 
that when you have a monopolist, who gets all of your signal — and 
I use some of the colloquy tnat was here again— -yes, it is true, we 
are a customer of the gentlemen who were up here, and we have 
to use the local exchange today. 

Our signals and the signals of our customers go through the local 
exchange. The local exchange knows who those customers are. 
They know the customers of our competitors. They know what they 
order. 

They know how much they pay. They know where they are. And 
they can know what they want, the content of that type of signal. 
Now, I recofipiize the people who will take the pledge: ''I do not 
want to do uiat I will not discriminate. I will not do any of those 
things that monopolists do." It is not a matter of individual inclina- 
tion; it is a matter of economic incentive. 

This legislation recognizes tiiat we are to have the advantages of 
competition now, to move in on the local exchange and break that 
up, so that we can enjoy that advantage, that we have to have 
some transition rules. 

And those rules and protections are found exactly where this bill 
finds them, first, in the area of structural safeguards, to prevent 
that cross-subsidization, and second of all, in the CPNI area. 

We have suggested some ways in which we think both of those 
can be strengUiened. and they are contained in our testimony. I 
thank you very much for the time. I ei\]oyed the discussion as a 
customer. 

I certainly want to see the local exchange more efficient We hire 
them a lot. We want a better signal and a more efficient signal. We 
would like to pay less and have more, which would be the exact re- 
sults to this company and this coimtry, if we pass 1086. 

Thank you once again, Mr. Chairman. 

And thank you. Senator Danforth. 

Senator Inouye. Mr. Opperman, yoiu* prepared statement is 
going to be made part of the record, as all of the others. But your 
statement is much better than the prepared one. [Laughter.] 

Senator IlT was very convincing. 

Mr. Opperman. Thank you, Mr. Chairman. 
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[The prepared statement of Mr. Opperman follows:] 

Prepared drATEMBNT op Vance K. Opperman 

Good morning, Chairman Inouye and distinguished members of the Subcommit- 
tee. Thank ^ou for the opportunity topresent my views on S. 1086, the Tek- 
oommunications Infrastructure Act of 1993.* For reasons that I shall amplify short- 
ly, I sincerely commend you for conducting what are path-breaking and potentially 
momentous hearing that strike at the heart of the snibboleth that local exchange 



telephone service is a "natural" monopoly. These hearings are particularly timelfj, 
because pieces of the country's teleconununications structure are rapidly falling into 

glace. How well the pieces faU together depends in part on whether Congress over- 
auls the current syi^m of telecommunications regulation. 

I am Vance K. Opperman. Since August 1, 1993, I have served as President of 
the West Publishing Company of Eagan, Minnesota, a leading publisher of legal ma- 
terials. For the past few years. West has actively woiked with a coalition of other 
electronic publisners, the Electronic Publishers Group C^PG"). Although EPG mem- 
bers publish diverse materials, we are aU concerned about the potential threat that 
the local bottleneck monopoly poses to our businesses. 

Prior to assuming my current position at West, I was a lawyer in private practice 
for 23 years, serving as counsel to West and specializing primarily in antitrust and 
reflated industries. I have handled numerous cases involving allegations of monop- 
olization and bottleneck abuse. I have also had an opportunity to witness first hand 
how some of the most weU intentioned federal and state regulatoiy schemes 
foundered in their implementation. 

As ^ou may know, AVest is an employee-owned information service provider, spe- 
cializing in legal and statutoiy material. West occupies a distinct place in our Na- 
tion's legal and inteUectual histoiy. As the preeminent publisher of legal mate- 
rials — including case reporters, diffests, annotated statutes, le^al treatises, case- 
books, textbooks, dictionaries, ana encyclopedias — ^West has pioneered a unique 
headnote and key numbering system that in large part oi]ganized the American 
legal system. In addition. West created and publishes the United States Code Anno- 
tated and annotated statutes for many states. 

West publishes its materials in a number of formats and distributes them in var- 
ious ways. We have printed books for nearly 117 years. Recently we began ofTerinff 
CD-ROM products. We continue to ship both to our customers throudi traditional 
air and surface transportation systems, such as the UJS. mails, UPTS. and other 
similar services. 

In 1975, we started WESTLAW, our on-line computer-assisted legal research 
database, which has become an increasingly importuit component of our overall 
business. Through WESTLAW, our customers dial up our computer data banks in 
Minnesota and enter queries or search terms. Through technological advances, we 
have now been able to provide simplified search and retrieval capability using naat- 
ural language." Our computers retrieve pertinent legal matenals and then pass 
them throu^ the public telephone netwoik to the 'customer's computer screen. In 
certain circumstances, WESTLAW can provide lawyers with the full text of a judi- 
cial decision within minutes of the courts rendering of that decision. 

WESTLAW is entirely dependent on the speed and reliability of a delivery sys- 
tem — ^the public telephone system — that we do not and could not own. Any discrimi- 
nation or disruption in telephone service could be extremely injurious to 
WESTLAW. 

Everyone familiar with the legal researdi process knows that many lawyers— par- 
ticularly younger lasers — ^have a strong preference for computer-assisted legal re- 
search over the traditional book system. Everyone familiar with the legal system 
also knows that lawyers win and lose cases on the basis of the thorou^mess. accu- 
racy and speed of tneir research. Our customers have important reasons jfor de- 
manding complete, accurate and timely service. Under these circumstances, no one 
could dispute that inferior telephone service of any type poses a substantial threat 
to WESTLAW. 

That is why West, and 1 believe most of the members of the Electronic Publishers 
Group, have been so vocal in court and in Congress about the lifting of the 1982 
Modification of Final Judgment's restriction concerning information services. Simply 
put, our concern is with unfair competition from the monopoly supplier of one leg 
of our distribution system— the local exchange bottleneck. 

In the past, we have favored legislative measures to prevent monopoly abuses and 
to ensure that electronic publishers, captive to the local telephone monopoly, are not 
unfairly disadvantaged. As long as the local exchange carriers have monopolies, we 
wiU continue to favor those measures. At the same time, S. 1086 is more than a 
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good first step. It is a bold, direct strike at the heart of the problem— the local tele- 

Shone monopoly. For the past 100 years, it has been almost an article of faith in 
tie telephone industry that the last mile" of telephonic communication is a *natu- 
ral monopoly." As recently as three years apo, the idea of viable local competition 
was so remote as to be almost the stuff of science fiction ¥friters. S. 1066^s approadi 
is to say, in the manner of Gershwin, that It Aint Necessarily So." 

S. 1086 would create a new national policy discouraging monopolies and favorinff 
infrastructure development throu^ private investment. With private investment 
and without monopohes, there should be — and will be — ^plenty of progress with no 
stifling of competition. S. 1086 would emphasize mariLct mechanisms instead of flov- 
emment regulation as a national telecommunications policy, which will tend to 
maximize output and quality, and minimize price. The genms of the approach is 
thi^ if properly inmlemented, it would obviate the need for FCC regulation of com- 
petition, leaving only the flexible and dynamic antitrust laws in place. In short, S. 
1086 presents an historic opportunity to make competitive rules that wiU promote 
progress. 

Even a casual slimpse at the headlines shows that the country is in the middle 
of a tedmological revolution in computing and telecommunications, complete with 
hu^ realignments of industrv participants and capital. I have set forth, for your 
review, only a few of the articles about the telecommunications and computing revo- 
lution that have appeared in the national press from the last Subcommittee hearing 
on July 14, 1993, through the end of August: 
July 16, 1993, Wall Street Journal— 'PictureTel to Introduce $6,000 System to Make 

PCs Work as Video Telephones." 
July 16, 1993, New York Times— 'l^CI and Northern Telecom to Test CeUular Sys- 
tem." 
July 19, 1993, Wall Street Journal— TV Broadcasters Itch to Deliver Data, Too." 
(WavePhoro develops TVTI which will allow broadcasters to transmit 1.6 
megabits of digital oata per second.) 
July 26, 1993, Wall Street Journal— Time Warner, In Turnaround, to Join Test of 

Cable TV Service with NYNEX." 
July 29, 1993,Washington Post— *Game for a Multimedia Opportunity, AT&T's Plan 
to Buy a Stake in On-line Firm ReflecU a Bet on Interactivity." (AT&T ac- 
quires a 20% stake in the Sierra Network.) 
July 30, 1993, WaU Street Journal— 'TifCI, in Bold Move, Wins Allies in Wireless 

Communications War." 
August 3, 1993, New York Times— "Sprint Tying into Wireless Gk>bal Net: Investing 

($40 million] in Motorola's Satellite Svstem? 
August 16, 1993, Business Week— Tifie ParaUel Universe Grows: Unisys, Intel and 

IBM Are Moving Into 'Alternative Mainframes.'" 
August 22, 1993, Washington Postr-^AT&Ts Deal: A Giant steps Into New Arena: 
Deal May Make AT&T a One-Stop Phone Source." (AT&T acquires McCaw Cel- 
lular.) 
August 24, 1993, New York Times— "New British Pact for NYNEX." (NYNEX to in- 
vest $2.25 billion in Mercuiy Communications, Britain's second largest long dis- 
tance company.) 
August 25, 1993, Wall Street Journal— "Novell, SynOptics to Link Computer 

Networiring Efforts." 
August 25, 1993, New Yoik Times— "New Competitor for NYNEX." (Locate Tele- 
dfione C!ompany to offer local telephone service- in -competition with New Ytnk 
Telephone Company.) 
August 26, 1993. Washm^n Times— "Major TV Cable Firm to Link with Internet." 
(Continental Cablevision's system willbe a pipeline for Internet into the home.) 
August 25, 1993, Wall Street Journal— ^Sprint is Expected to Offer New Trans- 
mission Serrice." Oystem wiU use new traffic switching technology called ATM 
or as3mchronous transfer mode.) 
August 26, 1993, Wall Street Journal— "Chip Maker, Pacific Bell Team Up on PC 
Applications." (Intel and Pacific Bell wiU work together on integrating new 
auoio, video and data applications for personal computers.) 
August 27, 1993, Washington Pbstr-"T1ie Bal>y Bells Go HoUywood, And We're Talk- 
ing Deals, Baby." 
August 81, 1993, New Yoric Times— "Basic Gear Gives Access to Networic of Net- 
worics." (Anyone with a computer and modem can access the Internet.) 
I think it is a fair condusk>n that, given this level of activity in the industiv, it 
is clear that the pieces of the telecommunications infrastructure will fall into place 
with or without Congressional guidance. How well the pieces fall together depends 
in part on whether Congress overiiaub the current system of teleoommnnicatioas 
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regulation. S. 1086 recognizes that now is the time to make sensible national po\xy 
based on competition and private investment. 

The information services industiy is a textbook example of how intelligent regula- 
tion can produce vi^rous competition. Virtuallv nonexistent durinff the years ca the 
Bell monopoly, the information industiy has flourished since — ana we say because 
of— the decree. Explosive growth, fantastic diversity and broad participation charac- 
terize information services in America today. Legal materials are but a small part 
of this electronic information cornucopia. Indeeo, the 1993 Industrial Outlook Re- 
port states: 

U JS. information services are expected to expand faster than GDP in 1993 to 
remain among the most active sectors of the economy. Global demand for infor- 
mation services to advance economic, business, and social development will con- 
tinue unabated. Revenues of the electronic mformation services industiy are 
projected to grow more than 16 percent; data processing and netwoik services 
providers by almost 14 percent; and computer professional services by about 10 
percent. 

• •••••• 

The dynamic U.S. information services industry comprises about 26,000 es- 
tablishments competing in the marketplace. In 1992, the industiy was esti- 
mated to have more than one million employees for the first time. (1993 Report 
at 25-1). 
The 1991 UJS. Industrial Outlook makes clear that the United States is l>y far 
the largest producer of information services, providing 56 percent of the worid's 
databases, compared to 32 percent for all of Western Europe and only 2 percent for 
Japan. (1991 Report at 27-2). The 1993 U.S. Industrial Outlook shows that the 
trend of UJS. leadership is continuing: *V]n 1991, UJS. controUed compjsnies earned 
35 percent of aU European computer services and systems integration revenues 
* * * Only U.S. and French-controUed computer services gained maiket share; com- 
panies from all other countries lost market share.' (1993 Report at 25-1). The 1993 
report goes on to say that U.S. companies lead the market overseas because 'they 
are acknowledged to provide the world's most advanced and diversified information 
services." (Id. at 25-2). 

Growth, innovative products, vigorous competition, trade surpluses, American 
dominance. Not bad. Frohibiting the Bells from monopolizing information services 
has produced powerful benefits. If you can expeditiously and successfully usher in 
an age of competition within the local exchange, you will produce additional powers 
fid benefits to generations of Americans — vdthout huge expenditures of public funds 
and without an elaborate bureaucratic regulatory apparatus. 

However, the care that must be taken in movinjg from a monopoly environment 
to a competitive environment cannot be overstated. Failure to nurture competition 
can jeopardize the entire process and skew markets for decades. While we can all 
rejoice at the new economic freedoms of the formerly Communist world, I am sure 
none of us envies the disruptions those economies have experienced in moving fi!t>m 
state monopolies ovemi^t. Closer to home. Congress chose to deromlate fare struc- 
tures in the airline industiy by abolishing the Civil Aeronautics Board in the late 
1970's. Thereafter, the antitrust proscriptions ensuring full competition were at best 
enforced with laxity. The result, of course, is the current drastically altered land- 
scape in the airline industiy. Whether or not that landscape appeals to you, it is 
indisputably the product of federal policies adopted to spur the move from caiieliza- 
tion to competition. 

My point is that the transition rules necessary to promote competition have ef- 
fects that far outlast the transition itself. They wiU determine for generations to 
come whether consumers will have the benefits of a competitive market. While I do 
not purport to know exactly what the ri^t balance is, I do know that laissez faire 
is not the correct approach. 

West and the Electronic Publishers Group believe that a separate subsidiary re- 
quirement — such as that contained in section 233 of S. 1086 — is absolutely essential. 
Keouiring separate subsidiaries is one form of prophylactic regulation tnat is clear 
and entails a minimum of government activity. In fact. West and the Electronic 
Publishers Group support changes that reauire the RBOCs' separate subsidiaries to 
be truly separate and proposals that' mandate that the RBOCs deal with their sub- 
sidiaries at arms-len^ and in a non-discriminatory fashion. Such proposals should: 
(1) prohibit the sharing and ownershio of all facilities; (2) reauire the separate sub- 
sidiaries to have separate directors, officers and employees; (3) reauire separate sub- 
sidiaries to obtain transmission capacity from their affiliated BOCs solefy pursuant 
to general^ available tariffs; (4) prohibit ioint activities of any kind, indudinff oper- 
ations, production and research and development; (5) require more than de imnlmus 
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outside ownership of separate sasidiaries; and (6) require separate subsidiaries to 
have separate financing and to prepare and file financial -statements as if they were 
publidy held corporations. 

Why not continue to rely on Computer m-type regulation bv the Federal Commu- 
nications Commission? Beca u s e pricing manii)ulation, withholding of access to new 
innovations in the netwoik, and strat^c timing in uie release of technological de- 
velopments are all practices that the TOC has been unable to detect adequate^ in 
the past. 

As George Santayana said. Those who are ignorant of lustony are bound to repeat 
it." The AT&T case was laigely about the shortcomings of FCC relation in pre- 
venting the Bell system from stifling progress and crushinff competitors. Even now 
there are grave warning signs about the inadequa^ of FOC regulation. In a Feb- 
ruary 8, 1993, Report to Congress, entitled Telecommunications, FCCs Oversii^t 
Efibrts to Control Cross-Subsidization," the General AccountingOffice reported tluit: 
In 1987, we reported that the FCC had insufScient staff to ensure that con- 
sumers were protected firom cross subsidization. Since that time, FCCs respon- 
sibility for overseeing carriers' cost allocations have continued to grow, but the 
staff resources allocated to this function have declined rather than increased. 
We believe the number of FCC auditors remains inadequate to provide a posi- 
tive assurance that ratepayers are protected from onoss-subsidization. 

Increasing the FCC staffing level * * * would cave little or no in^Mict on the 
federal budget because the government would be reimbursed for its on-site au- 
dits and reviews of the CPA audits throu^ fees FCC is authorized to collect 
from carriers. Given this trend of increasing work load and decreasing re- 
sources, the potential exists for ratepayers to be more vulnerable, to inappropri- 
ate charges resulting from cross-subsidization in the future. (GAO Report at 12, 
emphasis added). 
The separate subsidiary requirement is intended as a regulatoiy device to assure 
that the BOCs do not abuse their monopoly position. Heretofore, much of the public 
debate has focused on whether the local exchange monopolies have abused or would 
abuse that position. Once the local bottlenedL is broken, however, that debate be- 
comes irrelevant. Therefore, at the point there ia effective competition, you may 
wish to sunset the separate subsidiary provision. 

Both during the transition and in the long run, the best remedies for redressing 
unfair competition are the damage and ii^nctive provisions of the l%erman ana 
Clayton Acts. There is no question that private antitrust cases are not perfect, but 
th^ are surely preferable to re]ying on government enforcement of regulations. I 
sincerely commend you for not in any way diminishing the api^icability of the anti- 
trust laws. You may vrish to reinforce your intent by including a strong antitrust 
savings clause with a narrowly crafted exemption for RBOC activities specifically 
mandated by the FCC. 

S. 1086 addresses another important issue — ^privacy. By virtue of their monopoly 
status, the RBOCs have unique access to a -huge amount of information regarding 
their customers' netwoik usage and calling patterns. This knowledge, if ndsuseo, 
poses a substantial threat to individual privacy as well as offering the RBOCs a sig- 
nificant competitive advantage. West and the EPG believe that customer priva^ 
should be of paramount importance, and commend the anthers of S. 1086 for their 
obvious appreciation of the American public's priva^ ri|^ts. We also strongly sup- 
port S. 1086's approadi of making sure that tne RBOCs and their competitors are 
subject to the same rules. However, as written, section 234 of S. 1066 would impose 
ironclad strictures that mav prove too inflexible in practice. The Electronic Publish- 
ers Group has submitted attemative language to the Subcommittee for its consider^ 
ation. Our draft CPNI language sedu to allow fair access for con^ietitive providers 
to customer information that does not raise substantial privacy concerns, and we 
hope that the Subcommittee wiU woik with us in improving this important section 
of the legislation. 

OONCLUSION 

In sum. West and the Electronic Publishers Group believe that effective kcal com- 
petition is far superior to regulation as a national telecommunications and informa- 
tion serrioes policy. However, con^Mtitbn wiU not be created ovemi^t. Until mean- 
ingfiil, effective competition exists in the local exchange, strong structural safe- 
guards must remain. 

Senator Inouye. I now call on Mr. Kimmelman. 
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STATEMENT OF GENE KIMMELMAN» LEGISLATIVE DIRECTOR, 
CONSUMER FEDERATION OF AMERICA 

Mr. KiMMELMAN. Thank vou, Mr. Chairman. 

Mr. Chairman, Senator Danforth, and Senator Packwood, I guess 
I am representing the customers of monopolists anonymous today, 
representing consumers. I do not think I can outdo Mr. Opperman. 

But I am goine to abandon what I have prepared, because I take 
Senator Danforth's comments to mean that really what you are in- 
terested in is a working session, to get amendments for a markup. 

It seems to me it would be better to focus on observations on the 
first panel, because I think it got to the heart of the matter. The 
committee seemed to raise the questions that were crucial to work- 
ine out this issue. 

It seems to me that it is obvious that everyone believes the an- 
swer is somehow local competition. It provides the consumer a 
choice. It provides all the providers a choice. It allows the local 

Ehone companies to get away fi*om this bottleneck problem that has 
een the basis of litigation, and enables them to get into every 
market. 

The problem really is, as we know, competition is usually evolu- 
tionary. Competition does not necessarily become available to ev- 
eryone universally across the coimtry in each market 

And we have neard from many, as Senator Bums has pointed 
out, that there are claims that local rates could go up significantly 
where competition does not develop, or where tnere may be sub- 
sidies involved, and that we need to update our insurance policy, 
that we have always called universal service, to make sure that we 
do not have that dislocation. 

And we have the problem of measuring competition, as you 
pointed out. Senator Danforth. 

Now, S. 1086, I think, lays out the fi^amework for dealing with 
all these problems, and it gives us the broad outlines of a new pol- 
icy. But what we are concerned about, fi^om the consumer's per- 
spective, is getting the refinements that make sure that we really 
solve these problems. 

Everyone this morning spoke about preserving universal service, 
and if I understood correctly, was committed to doin|^ so. And I 
would suggest that what the committee needs to do l^slatively is, 
frankly, make them put their money where their mouths are. 

Come up with the details of what universal service is legisla- 
tively, so we can go forward with that small insurance policy in the 
areas where competition does not develop. 

So, these are our proposals for your legislation. And they are just 
straightforward amendments that will provide full consumer pro- 
tection, we believe. 

Let us amend the bill, S. 1086, to ensure that we preserve the 
declining real-cost tradition of local phone service. We need to re- 
vamp the high-cost fund for rural areas. We need to modify the life 
line fund. 

We need to make sure that people with disability receive the 
equipment they need. We need to make sure that avera^ consum- 
ers have a new support mechanism, that used to be paid through 
access charges, in a monopoly environment, with a new mechanism 
that fits a competitive environment, that does not disadvantage 
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any carriers. This detailed definition of 'Hiniversal service" would 
be the first change. 

The second change would be to focus on what competition is. We 
would suggest, as Senator Danforth mentioned earher, something 
like from the cable law, or, frankly, it was in your bill. Senator 
Inouye, in the last Con^^ss, that measures competition, and basi- 
cally once we have competition with an objective entiy test, we 
allow everyone into eveiy mmket 

And, third, because there may be difficulties in actually pini)oint- 
ing actual local competition or maintaining competitive stimuli 
throughout the market, we need to make sure we have detailed 
safeguards. Cost allocation rules and competitive safeguards will 
protect consumers where competition does not develop, will protect 
competitors, so that we get as much competition in every market 
that can actually sustain it Only carefully crafted safeguards will 
let the market determine where competition can exist. 

Witli these amendments, we would support S. 1086. The frame- 
woik is there. These are just really putting meat on the bones. And 
I think the comments from this morning clearlv indicate the direc- 
tion we can go to move this, and have a fully competitive tele- 
communications environment that preserves reasonably priced 
phone service for all consumers. 

Thank you. 

Senator Inouye. Thank you. I now call on Mr. Ray. 

STATEMENT OF WILLIAM J. BAT, SUPERINTENDENT, 
GLASGOW ELECTRIC PLANT BOARD 

Mr. Ray. Thank you, Mr. Chairman. 

I am from a small town in Kentuckv, and this is pretty oppres- 
sive to me, so if I forget to breathe ouring my statement, I nope 
you will remind me. daughter.] 

The electric utility, especially a public power ^stem like Glas- 
gow runs, would appear to be a very small fish in a big sea com- 
pared to the people who have been here this morning. 

But the reason I felt moved to come here was that I was afraid 
that there was going to be a King Solomon-type action taken here, 
and that the ftiture of this technology mig^t be divided among the 
cable companies, and telephone companies, and others, and some 
of the real benefactors of this technologv might be left out. 

To explain that, I am just going to talk arout what has happened 
in Glasgow already. Glasgow, as you mig^t have imagined, is not 
the technological center of the universe. 

It is just a normal town, not unlike 10,000 small towns in the 
United States. We operate a municipally owned electric utility, a 
public power system. We buy all our power from TVA. 

Over the last decade or so, TVA has sent us price signals, hints, 
if ^ou will, every month, that a KW demand on peak was some- 
thing to be avoided, lliat is hot uncommon. Most electric utilities, 
especially the larger ones, are dealing with this issue of demand- 
side management and load management 

We decided to build a communications network in order to re- 
spond to that need, to position ourselves to offer real-time electric 
rates, and to automate our electric system, so that we could make 
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the existing facilities last longer, and to mitigate some of the 
charges we were getting every month from TVA. 

We did not know when we built that ^stem that we were build- 
ing the local portion of an information superhidiway. We were try- 
ing to build a j^stem, a broadband network, that was interactive, 
able to move information bidirectionally between the utility and 
each of our customers. 

And the people of the community elected to have us put a com- 
petitive cable television service on that same network. It has 
worked very well for those two purposes. 

And we built a system that had enough lanes on it to serve those 
electric utility needs that we could see now, for competitive cable 
television service, and other lanes for purposes that were not at 
that time known. 

I can tell you how competition works. With respect to cable tele- 
vision, the way that we have discovered to attract private invest- 
ment in infrastructure is to create competition. We are served by 
a cable operator who did not keep the most sophisticated equip- 
ment available in Glasgow before competition. 

Now that everyone in town has the opportunity to choose be- 
tween a private cable operator or the municipally owned one, their 
basic cable service has gone from just over $14 a month for 23- 
channel service, to a 48-channel service for $5.95 initially and 
slightly higher rates now. The telephone gets answered now by ei- 
ther company. 

In eeneral, the service has ramped up to that which everyone 
would dream of, and the thine that has caused is competition. It 
is a model that has proven itself before in our histoiy. 

In fact, when I listened today about people speculating on how 
this telecommunications technology mig^t evolve, it struck me that 
the best way to look at the future, to predict the future of this tech- 
nology is to simply look at the past, how electric power became in- 
grained into the fabric of our daily lives. 

The situation was very similar at the beginning of this century. 
A few very large investor-owned power companies served most of 
the customers, and the rural communities generally did not get 
that new technology— electricity — first. 

That is what caused public power to develop, was this fierce 
independence on the part of many small communities to say, if we 
cannot get you to bring this new technology in, we will do it our- 
selves. That is what we did with cable television, just copying that 
same model. 

Now, one of those lanes, or a couple of those lanes on our high- 
way, that were not populated in the beeinning, are being used to 
furnish alternate local dial tones. We already have a competitive 
telephone service in Glasgow. 

We use a technology from a company called First Pacific Net- 
works, that allows you to provide telephone service over a 
broadband system. 

GTE is showing a great deal of interest in what we are doing. 
They have not responded in the same way that the cable operator 
did, but I think that it is a logical conclusion to draw that once we 
really roll this out, there will be a similar impact and benefits simi- 
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lar to those resulting from competition in cable television will flow 
to the people of Glasgow. 

We are also doing a 2-megabit-per-8econd data network on that 
hii^way throughout the community. The price we are able to 
charee for it is rather shocking to the phone company. It is 2 
megabits per second. We sell it for $19.95 a month. The phone com- 
pany classically, for T-1, which is a littie slower than that, may 
charge $1,000 or $1,200 a month. 

So, the lesson is vivid there. In this bill, where you ask the ques- 
tion, ''How can we ^t private investments to build this infrastruc- 
ture?" the answer lies m the history of bothjpublic power and now 
in what hopefully will happen in cable TV. Tne answer is competi- 
tion from municipally owned systems. 

I would add that the legislation that you pass, hopefully, should 
be direct and to the point, and not apologetic in nature. 

The reason I am makinc^ that pomt is that, with tiie cable bill 
that got passed last year, tne objective was to foster more competi- 
tive systems, like Glasgow's. One of the tools that that bill uses to 
accomplish that is making sure that the product is available to ev- 
eryone, that there cannot be exclusive contracts between program- 
mers and cable operator for programming. 

I am here to tell you that the final version, after everybody got 
throu^ with it does not accomplish that eoal. There is a large cor- 
poration in Atlanta, called Turner Networks, that is still not selling 
their product as envisioned by the bill. 

It is not having the desired effect in promoting competition that 
it could. I would ask you, or I would urge you to, m this legislation, 
that if it is truly competition that you want, let us not banter 
around about it; let us nave a forceful statement that all vendors 
must sell their services in a nondiscriminatory fashion. 

We want, for instance, public power to have the capability to act 
as a catalyst, to satisfy its own needs, and to foster the competition 
and the private investment that the history has proven wnl work 
as it did with electric power. 

We would like for that same theme to carry through to cable tele- 
vision and these other telecommunications technologies. 

There is a large number of public power systems out there wait- 
ing to do that, not speculatin|^ on what may happen 4 or 5 years 
from now, but ready to put wire in the air, and do this tomorrow, 
if we can just make sure that the same fertile ground that they 
have had for electricity will exist for these other telecommuni- 
cations technologies. 

Thank you. 

Senator Inouye. Thank you very much, Mr. Ray. 

[The prepared statement of Mr. Ray follows:] 

Prepared drATSMSNT op William J. Ray 

Good mammg. My name is William J. Ray. I am the Superintendent of the Glas- 

Kw Electric Plant Board in Glasgow, Kentucky, and Chairman of the American 
blic Power Association Cable Communications Committee. The Glasgow Electric 
Plant Board is a municipally owned electric utility and member of iSe American 
Public Power Association. Our community owned utility is organized just like the 
other 2000 members of the American Public Power Associatk>n. it was set up to pro- 
vide a vital service, in the manner dictated by the local citizeniv, to the people who 
own the utility, the people of Glasgow. I would like to thank toe subconumttee for 
the opportunity to provide testimony at toda/s hearing. 



Digitized by 



Google 



216 



SUMMARY 

The purpose of my testimony is to inform the members of the subocmmiittee of 
the role that public power systems like Glasgow's can play in constructing and oper- 
ating the 'Hniormation supeihif^way in their communities. In order to illuminate 
this capability, I will describe the "broadband hig^wa/* project that we have already 
established in Glasgow, Kentucky. Although we did not realize we were building the 
'information superni^wa/* when we started our project in 1988, since then it has 
been widely recognized as a harbinger of things to come in bringing conununities 
into full realization of the 'information age*. Our project has been recognized this 
year as one of twenty five finalists in the Innovations in State and Local Govern- 
ment Awards Program of the Ford Foundation and Harvard University. We have 
also hosted representatives from over 250 other communities that have come to 
Glasgow to study our project for possible replication in their communities. 

GLASGOW'S STORY 

In the mid 1980*8, the Glasgow Electric Plant Board began to speculate on wheth- 
er it mi^t be wiser to build communications facilities that would enable people to 
use less electricitv than continuing to build more electric generating capacity. ^- 
though little was Known about this theory, we decided to embaik upon a voyage of 
discoveiy. In 1988 we began constructing a community-wide interactive communica- 
tions-network consisting of 120 miles of coaxial cable which connects to eveiy home 
and business in the City of Glasgow. Initially we planned to use it for two purposes. 
The first was to help consumers lower their electric bills by giving them constant 
information about their rate of ener^ consumption. The second was to offer a cable 
television service in direct competition with an incumbent cable operator in order 
to allow the benefits of competition to flow to the people of Glasgow. Our voyage 
has been exciting and we have discovered a lot. 

From our fairly crude experiments in utilizing the flow of information to oflEaet the 
need for a larger flow of electricity we have made some astounding discoveries. We 
have enough experience under our belt to project that we can defer about 3 KW of 
demand on peak from each home utilizing our information netwoik. We spent about 
$500 per home passed to install the network. That means we are acquiring electrical 
capacity at an unheard of rate of $167 per KW! That is likely less than one teirtfa 
the cost of constructing new generating capacity! It is results like these that make 
the electric utility industry one of the most likely purveyors of the 'information su- 
perhighway". We have the most to sain. 

Our experience in competing with a private cable operator also adds credence to 
this Bill's intention to encourage private investment in the nation's comnmnication 
networks. Once plans to construct the municipallly-owned broadband netwoik were 
announced, the private cable operator (TeleScripps Cable Companv) suddenly found 
an interest in reconstructing their outdated plant and drasticaUy bwering their 
cable television rates. Before construction of the municipal system, the private oper- 
ator had a system capable of delivering 36 channels of video and sold a basic pads- 
age consisting of about 24 diannels for $14.25 per month. After construction benn 
on our system, overnight they found the capital necessaiy to upgrade their plant 
to a state of the art 54 diannel system and began offering a basic-package consist- 
ing of 45 diannels for $5,95 per month. In short, we discovered that competition in 
the telecommunications marketplace does deliver the effect desired b^ this Bill. 

About two years ago, we were contacted by a company called Firat Pacific Net- 
worics in Sunnyvale, California. They had heard about our broadband networiL and 
asked if we were interested in installing their technology on our system. They de- 
ported that their technology would allow us to conduct telephone traffic on our 
broadband network, completely separate and independent of^the local telephone 
company. We were interested, and we have installed this equipment on our networiL. 
It is woriring very well and we are learning a lot about the telephone business. T^is 
is where the capacity of public power systems to build the 'Information super- 
hi^way" really oegins to take shape. Munidpally-owned systems are generally im- 
mune from reffulation by state public utility commissions, thus, they have the capac- 
ity to take bold steps like the ones we have taken without the laborious process of 
seekinff approval from regulatory agendes. Utilizing the First Pacific Networks' 
technology, we stand on the shore preparing to sail off into the undiarted waters 
of head-to-head competition for the provision of local dial tone. Meanwhile, GTE (our 
local telephone company) spends a lot of time gazing at us from the distance, and, 
we assume formulating their plans for responmnff to competition. We expect their 
response to be similar to the cable operators. Suddenlv the people of Glasgow wOl 
be offered more services at a lower rate than they would have ever thou^t possible 
from the phone company. Competition is certainly a magical elixir. 
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Recently, we have discovered the capacity of our broadband netwoik to cany high- 
spec^ data throu^umt the community. Residents of Glasgow with home computers 
and access to our broadband networiL can utilize education software residing on file 
servers at local sdiools. access reference material on CD-Roms in the local libraries, 
query government geographic information data bases and soon do thoir groceiy 
snopping, banking, and receive health care services all throu^ their home computer 
hooked to Glasgow's Information suneihi^way" - These are not pie-in-the-sky pre- 
dictions or prognostications about what may happen in a few years. Tliese things 
are already happening today in a small-town in south-central Kentucky that decided 
to build the 'Imormation supeihi^way'' for itself because it was not likely to have 
access to sudi a facility anytime miring this centuiy otherwise. 

BLBCTRIC POWER AS A MODEL FOR THE INFORMATION SUPERHIGHWAY 

Tlie devdopments in telecommunications technology in the final yean of this cen- 
tuiy bear a striking similarity to the developments m electric power (the new tech- 
nology at that time) during the first years of this centuiy. Today it is impossible 
to read a newspaper or mt^Eazine and not come across news of a proposed alliance 
between a tele^ione company and a television cable compaqy or a computer manu- 
facturer. These alliances supposedly will brin|[ about unimaginable benefits to our 
people throu^ mastery of new telecommunications and computer tedmolog^. 

Tlie earfy years of the twentieth centuiy were a simUarly exciting time lor Amer- 
ica, From coast to coast word spread about the mind-boiling marvels of electric 
Ikht and power. National excitement coursed across the countiy, seemingljr as rap- 
icDy as electric povfer today races throu^ modem long distance transmission lines. 
There is a lesson to be learned in this parallel. 

Public power grew out of a concern in many local communities that the benefits 
of the new technology would not sufficiently serve many smaller communities, so 
they decided to do it themselves. The electric utili^ industiy heated up in the 
1920's as controversy between private power compames and public power qrstems 
made headlines and cai^red the attention of Congress. Controlling oy far most of 
the countiy's ekctrical maiket and wanting more — a handful of powerful utility 
holding companies waged a campaign to discredit "government in the power busi- 
ness* as a tnreat to £mocracy. tfy 1934 private power holding companies bou^t 



out more than 1,600 municipal electric systems to increase thdr monopolies, aooa 
16 holding companies, whose political and economical clout was unnvaled, con- 
trolled nearly SoX of the countries entire supply of electricity. Public outrap over 
this "power trust" prompted Franklin D. Roosei^t to hail the "undeniable n^t" of 
a community to estabUsn public ownership of electric service as a "birch rod in the 
cuj^ard" to help protect consumers against abuse. 

the lessons we learned in democratizing electric power provide a vivid road map 
that can be utilised in the democratizatk>n of todtLys telecommunications tech- 
nology. By following this road map, we can avoid the mistakes made in electric pow- 
ers Macy. This Bill asks the ihetorical question, "Who should be permitted to pro- 
vide these new servkes?" We believe that Glasgow's experience indicat es that public 
Kwer is capable of not onfy constructing the "information supeihi^wajr* but indeed 
s already begun constructing it. We also believe that public power^s ability to do 
so should not be hampered by any federal or state legislation. 

Some of the "information supeihi^way" should be built by a combination of tele- 
phone compames and cable television companies and others, but the public should 
also own and operate a number of these hi^wavs following our countries' model for 
electric power. n«sident Franklin D. Roosevelt helped create this model by pushing 
for federal hydroelectric developments on the Columbia River, whidi he said would 
create "forever a national yardstick to prevent extortion against the public and en- 
courage the wider use of the servant of the people * * * electric power." This "Vard- 
stick'^as served the people of this country well in the provision of electric power. 
The same model will won just as well in the twenty-first century for the provision 
of hi^ technology telecommunications. 

Senator Inouye. Mr. Lasher. 

STATEMENT OF GARY E. LASHER, PRESIDENT AND CHIEF EX- 
ECimVE OFFICER, EASTERN TELELOGICS CORP., AND 
CHAIRMAN OF THE BOARD OF THE ASSOCIATION FOR 
LOCAL TELECOMMUNICATIONS SERVICES 

Mr. Lasher. My name is Gary Lasher. I am president and CEO 
of Eastern Telelx^gic Corp. I am one of the competitive access pro- 
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viders that Mr. Weiss thinks has taken all of his business from 
him. 

In fact, we are a very small industry of some 30 companies that 
operate throughout the United States. We do somewhere in the 
ran^e, in 1993, of $250 to $300 million a year, on a market base 
of $z5 billion for services that we can offer toda^. 

Obviously, our interest is to open up competition in other areas, 
so that we can offer additional services, ana so that we can afford 
to take them out to some of the more rural areas in the United 
States. 

I might say that many of mw fellow companies that are in our 
organization, the Association for Local Telecommunications Serv- 
ices, operate in many of the constituencies represented by people 
on this committee; just to name a few, Seattle WA, Portland, OR, 
Phoenix, Richmond, Omaha, Dallas, Boston, and some other ones. 

What we provide is competitive access networks. We build the so- 
phisticated on-and-off ramps to the Nation's telecommunications 
intercity networks, such as those provided by AT&T, MCI, Sprint^ 
and others. 

First, let me say that we support Senate bill 1086. and commend 
the authors, alone with their staffs, which we have had quite a bit 
of discussion with, for creating a bill that is necessary to ensure 
that telecommunications support the economic growth that the Na- 
tion must make during the nineties and beyond. 

An underlying policy and implementation statement, such as 
Senate bill 1086, is needed now — and I mean now — ^to set the stage, 
and provide Federal guidance to the industry, the regulators, both 
Federal and State, and the country, during a much needed transi- 
tion from a monopoly to a competitive environment. 

If we do not pass this bill, there are forces that will conspire to 
make the evolution to competition a slow, arduous process, if it 
ever occurs at all. 

I might give you a couple of examples of things that have hap- 

rined in my area in Pennsylvania. Incidentally, my backjzround is, 
come from a monopoly. Originally, I was with CONTEL, which 
was a telephone company that developed telecommunications in 
many of the rural areas in the United States. 

But let me give you a flavor of Uie environment that exists out 
there today. In my own market in Pennsylvania, the existing mo- 
nopoly continues to game the regulatory system in pricing strate- 
gies and procedural filings, designed to hinder development of a 
competitive market. 

My company has been subject to several nuisance complaints by 
the Bell operating company, complaints filed without any basis, 
that continually task our limited financial and personnel resources. 

The thought of a competitive marketplace is so foreign and so up- 
setting to some of these people that they will fight it with tooth and 
nail. In fact, competition will bring more services to more cus- 
tomers, not limit their access. 

Competition and universal service are not imiversally exclusive 
policies. We, as a company, and we, as an industry, support univer- 
sal service. And we are prepared to work with restructuring the ex- 
isting imiversal service program so that all of these new services 
can be brought to all areas in the United States. 
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We do have one issue with that, of course, and that is we do not 
want to give the money to our competitor, the monopoly carrier, to 
dole as they deem fit. We think it should go directly to the end 
user. This is one of the areas we think is important in the bill. 

The bill, in order to ensure that the implementation of true 
measurable local competition is achieved during the follow-on regu- 
latory process, needs further guidance with respect to safeguai^s, 
particularly, in the area of, **When does competition exist?" 

We are small people out there. If we just open it up to competi- 
tion in a moment's notice, the monopolistic power could put us out 
of business in no time at all. 

We believe that there must be safeguards, only through the tran- 
sition period. And once that transition period is completed, then we 
are prepared to compete in an open market. 

We think there are a lot of benefits to Senate bill 1086. If we had 
to take it as is, we would take it as is, but we believe that with 
improved safeguards, it will be a much improved bill, and it will 
be more effective to what the Nation really needs. 

Thank you. 

Senator Inouye. Thank you very much, Mr. Lasher. 

[The prepared statement of Mr. Lasher follows:] 

Prepared Statement of Gary E. Lasher 

Mr. Chairman and members or the subcommittee: My name is nary Lasher, and 
I am President and CEO of Eastern Telelogic Corporation, head^artered in the 
greater Philadelphia area. As Chairman of our industry organization, the Associa- 
tion for Local Telecommunications Services (ALTS), I am honored to testify todav 
in support of Senate Bill 1086, the Telecommunications Infrastructure Act of 1993. 

ETC believes that market forces should be used to accelerate private investment 
in communications facilities and services, without the need for undue government 
investment incentives. We see the key benefits of the local telecommunications com- 
petition fostered by this bill as permitting the development of consumer choice in 
a critical segment of our economy by speeding the deployment of an advanced infor- 
mation infrastructure. Through the policy prescriptions contained in this bill, we 
can develop the richest variety of features and functionalities, those vital to the eco- 
nomic health and Aiture ^wth of our economy and the maintenance of our global 
leadership in telecommumcations. 

EASTERN telelogic AND THE COMPETITIVE ACCESS INDUSTRY 

Eastern Telelogic was founded in 1986 bv entreoreneurs using private venture 
capital. Ilie company now has over 175 miles of fioer optic loops connecting over 
230 commercial office buildings to each other and to interexchange carriers. ETC 
provides an array of voice, vi£o and data communication services to approximately 
400 telecommunications dependent businesses. 

My company is part of a new industry, consisting of approximately thirty entities 
serving over 50 cities, including many with constituents represented by uie mem- 
bers of this committee; cities hke Seattle, Portland (Oregon), Phoenix, Ridimond. 
Omaha, Dallas and Boston. Like ETC, these companies build, own and operate local 
digital fiber optic, microwave and PCN networks. We are the creators otthe sophis- 
ticated on and off ramps to the nation's telecommumcations interexchan^ hi^- 
ways. Our industry is just beginning, having only emerged in the mid-ei^ties. Our 
market remains small, relatively a flea on the back of the elephant of the local tele- 
communications market, but our use of the most advanced applications and empha- 
sis on customer service, particularly for the most telecommunications dependent in- 
dustries, are what users want. In just a few short years, we have created competi- 
tive pressures that have improved overall local telecommunications services. We are 
only limited in bringing these benefits to as many consumers as possible by the vast 
array of antiquated regulatory restraints designed for a monopoly environment. 

And the truth is that the monopoly local exchange carriers — no matter how well 
intentioned — simply cannot be all things to all people, everywhere, all the time^per- 
fectly. Consumers want choices; choices of services and choices of supi^rs. Thus, 
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opportunities have arisen for entrepreneurs and investors to respond to oonsomer 
demand by offering new and better services using new and b^ter technolo|^e8. Com- 
petitive local telecommunications service providm address nuuket needs fin* service 
and networic diversity that cannot be met by a sole provider. These needs have not 
been limited to only largje users of teleoonmiunications services. Biai^ small busi- 
nesses, such as florists, pizza parlors, and mail order rrtailers, are critically depend- 
ent upon their phone services and thus are seeking out the t3rpe of options suj^E^ed 
by my company as well as other competitive providers. 

S. 1086 CONFRONTS CRITICAL FOUCY ISSUES FACING THB DEVBLOPMENT OF LOCAL 
COMPETITION AND PROVIDES VFFAL AND ESSENTIAL DIRECTION 

We commend Senators Inouye and Danforth for their vision. Tliey have recognized 
that the federal government must help in bringing the benefits of competition to the 
local telecommunications maiket, the last bastion of monopoly control. The issues 
that are under consideration here are critical to the overall development of our 
countiy's telecommunications infrastructure and thus our economic development. 

The core issues addressed by ^vemment policy and regulation in this bill are es- 
sentially how to inject competition and prevent monopoly abuse and how to ensure 
fair and effective opportunities for universal access to vitid communications services. 

1 believe there has developed a consensus that the best way to bring innofvation 
and affordable service to the public and prevent monopoly abuse is to encourage 
comi)etition. We have definitely seen the public benefits ofcompetition in the com- 
munications equipment and long distance maikets. However, competition will not 
come to the local exchange market anytime soon, if at all, by "doing nothing. The 
current policy structure is stacked against the newcomer. We are often pronilnted 
from entering markets or fully using our facilities. We are left to deal witn monopo- 
listic incumbents, who have no incentive to act fairly. And, you must remember, ibr 
new players delay is tantamount to death, as a failure to develop new sources and 
avenues of business results in the lade of a viable nuuket. 

Let me give you a few examples of how the current regulatoiy system is designed 
to foreclose new entrants to this maiket. In many states either legislation or public 
utility regulation specifically preclude l^e introduction of local or intrartate oon^ieti- 
tion. In many of the states represented on this committee, Arizona, Nevada, South 
Carolina, South Dakota, Virginia and Hawaii, the benefits of k>cal competition on]y 
go to interstate customers. And to the best of my knowledge, even in states that 
are more pro-competitive, no alternative provider has yet been permitted to com- 
plete local calls for end users in competition to the entrenched monopoly provider. 

Even the Federal Communications Commission, whidi has espoused a poli^ of 
opening the local interstate access nuuket to competition, has adopted poliaes that 
effectively limit the development of that competition. With the Cmers maT»<^»^ng 
collocation, the FCC has also allowed the local companies to initiate unwairantM 
dmees of pricing flexibility in areas where competition has not yet been truly es- 
tablished, pricing flexibility that actually encourage cross subsidization, udder 
these policies, omy consumers who happen to live m areas where competitors are 
located benefit from these non-cost based rates offered by the local exchange car- 
riers. And that benefit will be short lived, since competition will not survive. 

What government can and must do is ensure that all participants in the maiket- 
place have equal opportunity to serve customers, and none have the oppoitanity to 
unfairly preclude competition. Once full and fair local exchange competition is ertab- 
lished, it will be appropriate to reduce or eliminate economic reflation of competi- 
tive services. However, to deregulate before effective competition is established 
would be to foreclose the development of competition entirely. The incumbent local 
exchange company would be able to utilize its monopolistic powers to effectivdy bar 
new entrants entirely. As CompTel testified before this subocmimittee in July, the 
maiket for local competition is still in the most nascent of stages, wi& less thui 
1.5 percent of the nation's access to local maikets being suppliM by entittes otlftsr 



than the local exchange provider. We have a long way to go before tnere can be any 
claims of the existence of true competition or visibfe measures of market inroads 
into the local maiket by competitors such as ETC. 

WHY S. 1086 IS NBRDBD AND NBRDRD NOW 

S. 1086 provides what ETC and the other members of ALTS consider the essential 
elements for converting an outdated monopoly for tocal telecommunications into a 
vibrant competitive mairketplaoe. specifically: 

) S. 1086 recognizes the need for the federal government to ensure that competi- 
tion reaches all potential customers, by allowing all providers to access the essential 
facilities of the telephone netwoik remaining under monopdy oontroL All cantew 
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that control essential bottleneck facilities must make those facilities avaOable to 
other carriers on a nondiscriminatory, unbundled basis, at cost-based rates. Such es- 
sential facilities include: switching elements, transport elements, signalling systems, 
data bases, and rights of way (conduits, poles). By mandating interconnection of 
competitors with essential local telephone company facilities, barriers to entiy are 
removed. 

2) S. 1086 (following on the recently enacted Omnibus Budget Reconciliation BiU) 
recognizes the need for the federal government to overturn antiauated state and 
local regulations. As I indicated just a moment agD, progress to oate in achieving 
some form of local competition at the state level has been slow, cumbersome an{ 
in some cases, prohibitively expensive for potential new entrants. Even on an inter- 
state basis, it has taken more than six years just to achieve permission to compete 
for a small portion of the maiket. The delays in removing regulatoiy barriers to 
entry may force many potential competitors to abandon their efforts. In addition, 
competition in smaller communities and rural areas will only be possible when com- 
panies can economically support the investment, hastened bv access to a broader 
array of services. Without this legislation, it will be well into tne next centuiy before 
the process is complete, if ever. 

Vmat does this mean for business in an^ given location? As businesses seek to 
locate in friendly, tedinology-rich areas, it is the locales that offer a variety of tele- 
communications resources, resources spurred by competition, that will attract new 
investment dollars. Those communities that lack a diversity of service providers and 
offerings will see businesses locate elsewhere. 

3) S. 1086 recoflpoizes that the nation's telephone numbers are a national re- 
source, which should not be controlled by a sin^e entity or by the historical provider 
of local service in a particular geographic area. The ability to change service provid- 
ers and keep one's telephone number places control of the number in the proper 
hands, that of the consumer. This abilitv has spurred tremendous competition in the 
maiket for 800 services and it will similarly spur competition for local services. 

4) S. 1086 properly recognizes that companies do not do business for free. The re- 
ciprocal compensation agreements presented in the bill will allow all carriers to be 
reimbursed lor the use of their networks. 

5) S. 1086 properly mandates that government must also oversee the setting of 
interoperability standards so that telecommunications becomes an interconnecting 
"networic of networics". The networks are being built by diverse organizations. Car- 
riers such as the long-distance companies, the Regionu Bell Operating Companies, 
independent telephone companies, cellular companies, and competitive access pro- 
viders such as ETC, have provided the mcnor portion of the backbone facilities. The 
ultimate networit of networiu will also include new technologies from other pla;^rs 
such as cable operators, electric utilities and providers of personal commumcations 
services. The government must oversee the speedy integration of these diverse net- 
worics and tedmologies by promulgating the rules under which industiy groups 
come together to set the standards necessary for a seamless networit of networiu. 

COMPETITION WILL NOT THREATEN UNIVERSAL SERVICE 

Competition and universal service are not mutually exclusive policies. That we al- 
ready learned during our experience with long distance competition. Yet once again 
we are hearing, especially from those opposing local competition, that the opening 
of the local telecommunications market will result in stranding thousands of Amerf 
cans from access to affordable and technologically advanced telecommunications 
services. This is simply not true. Actually, competition will enhance thoir avulabil- 
ity. We can easily aaiapt the mechanisms that we have in place for assisting individ- 
uals who cannot reasonably afford the actual cost of their telephone service. 

My company and other members of ALTS have long recoflnized that with the abil- 
ity to compete in the local maiket comes the responsibiiity to support universal 
service. We are more than ready to contribute our fair share to the costs of provid- 
ing such support for those individuals who need such assistance. However, we are 
not wiUing to contribute to the support of a local telephone company that has not 
moved to provide service to its users in the most efficient and cost effective manner. 
Therefore, we believe that the best and fairest way to administer much suppert is 
throu^ a neutral third party. 

We Delieve that there will be new companies that will want to oonqiete for the 
provision of services to customers that local telephone companies complain they are 
stuck with as '^e carrier of last resort". If the subsidies are equalfy available to 
all, other carriera may find more efticient and advanced means of providinff services 
to these areas. The current ^tem, whereby the existing monopoly provioer deter- 
mines the extent of the subsidy and receives the subsidy itself, does not encourage 
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the most efficient use of the network. By allowing the coniumer to detemdne the 
service provider, conqietition and eCBdenqr will prevail. 

OONCLUSiON 

Tlie histoiy of telecommunications daring the last three decades demonatratss 
conclusively that conqietition does achieve national objectives better than a rego- 
lated monopoly can do. Both political parties have supported the emernenoe of toe- 
communications competition, first in customer equifiment, and then in long distanrn 
service. Now it is time to move swiftly and unequivocally to bring the benefits of 
fiiU competition to this as yet menopdy controlled local exoiange market. 

Removing barriers to competition in the local exdiange will enoouraoe cost effec- 
tive investment at no cost to ratepayers or tai^ayers, support the rapid depkjyment 
of modem hi^-capadty telecommunications infirastructuro at costs iq>propnate to 
users' ability to pay, and promote universal service. Removing these barrierB can be 
accomplished solely by resistors but it is unlikely they will do so in a timely fash- 
ion without Federal overai^t. Tlie goals and policy mandates articulated in S. 1066 
ban bring the benefits of local competition to the nuuketplaoe. But these objectives 
will only be adiieved if the subcommittee, and ultimatelv the Congress, have the 
courage to move the legislation qukddy without significantly altering its dosign. The 
longer the delay in adiieving conipetitive local ^Ecfaange tekconununicationB serv- 
ices, and the larser the number of caveats and obstacles placed in the way of truly 
opening the marKet as envisioned by the authors of this t>ill, tho greater the drag 
on the UJS. economy and the fewer the options for education, health, and public 
services delivered to ordinary oeople by telecommunications. 

Entrepreneurahip is the brioge oetween technology and its use bv all citizens; the 
policy goals set forth by this Subcommittee ana implemented by the Congress 
through enactment of S. 1086 will encourage this teleconmmnications entrepreneur- 
ship and bring si^ificant impetus to the development of effective competition in ib» 
local telecommunications market. 

Senator Inouye. Ms. Easterling. 

STATEMENT OF BARBARA J. EASTERLING, SECRETARY- 
TREASURER, COMMUNICATIONS WORKERS OF AMERICA 

Ms. Easterung. Thank you. 

As secretary-treasurer of the Communications Workers, I rep- 
resent those workers who are employed at AT&T, the regional Bell 
operating companies, and many other telephone companies. 

While understanding your subcommittee's interest in revising the 
Nation's telecommunications policy, my organization is concerned 
about S. 1086 in that the bill, we feel, is perhaps premature, and 
would not lead to a truly competitive marketplace. 

As presently drafted, the bill is an incomplete approach toward 
establishing a telecommunications policy. All of us associated with 
the industry — and I think we heard so this morning— are still try- 
ing to sort out the full set of implications of the mid-August an- 
noimcement that AT&T intends to buy McCaw Cellular. 

We view the AT&T/McCaw deal as a selective return to local 
telephone service from which AT&T departed just short of a decade 
ago. 

Ineluctably, this committee and the Congress must evaluate the 
merits of continued MFJ restrictions on the Bell operating compa- 
nies. For 20 years the Congress has struggled with the ever devd- 
oping need for a policy to govern this important industry. 

Bills have been introduced in every congress since 1973, with the 
necessary consensus alwavs unattainable. Currently, several public 
bodies are involved in addbressing telecommunications policy issues, 
including the two Houses of Congress, the FCC, the NTIA, and the 
OTA. 
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And this is in addition to the Department of State, the Depart- 
ment of Justice, the Federal courts, and, of course, the States, 
which preserve tneir own regulatory role as well. 

We would strongly recommend that before any new legislative ef- 
forts are becun, the administration, Hie Congpress, and the industry 
would establish a broadly based study commission to agree on new 
policy directions. 

Senator Breaux proposed such a study group to make an overall 
policy recommendation. And we are encouraged that the NTIA has 
established its own working group to draft the position paper on 
telecommunications policy issues for presentation to the Congress. 

S. 1086, in our view, can be viewed as giving imdeserved protec- 
tion to competitors of local exchange telephone companies. Any leg- 
islation should merely protect the process of competition, not aim 
at guaranteeing market results. 

We do not believe that it is the iob of Government to promote 
competition, as some favoring the bill have publicly stated. Promot- 
ing competition is the same as creating competition. Government's 
role must merely be to protect the processes against abuses. 

Since the circuit court recently ruled that all carriers must file 
the tariffs required under present rules, we would view enactment 
of section 229(h) as decidedhr partial to some providers, at the siz- 
able expense of others. Tarifr forbearance is a poor idea, as has now 
in 1993 been decided by the circuit court of appeals. 

We believe an unintended side effect of the legislation, and this, 
of course, is my major reason for beine here, would be a sizable re- 
duction in employment in local exchange telephone companies, 
which would remain the providers of last resort. The new competi- 
tors would be free to serve their niche markets, taking only the lu- 
crative businesses. 

State regulators, meeting in July at the NARUC summer con- 
ference, devoted considerable time to debating the bill, and the 
need to ensure adequate support within the local rate structure to 
continue universal service. 

One key consideration of NARUC continues to be the viability of 
the universal service fund, which is unlikely to receive the proper 
support, imless your legislation is clear and strong in its policy 
mandates. 

As matters have unfolded over the last quarter century, the com- 
petition has come in thin wedges, driven in by companies trying to 
serve only the niche markets. 

The overall question of the proper contribution toward the fixed 
costs of maintaining a first-rate core network, available imiver- 
sally, has yet to be addressed by the Congress over the last two 
decades. 

Section 5 of the bill appears to require all telecommunications 
carriers to make contributions toward universal service in the 
present of a competitive environment. 

But our analysis does not show that section with enouc^ clarity 
that each niche competitor would be reached for equitable assess- 
ments of funds to help pay the costs of local exchange service. 

Where we may have differences with the subcommittee is the be- 
lief that this legislation will promote investment in new technology, 
and at the same time lower rates. 
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CWA supports legislation that would allow the telephone compa- 
nies to enter Uie cable business, since cable companies have re- 
cently made the decisive move into selective and lucrative offerings 
of local exchange services. 

The telco-cable provisions of section 8 of the bill are undulv re- 
strictive, in CWA^ view. The union instead supports H.R lOSi, 
legislation offered by Representatives Rick Boucher and Mike 
Oxley, as a more appropriate means of regulating the enterprise. 

We are convinced tnat the restrictions keeping telephone compa- 
nies from providing cshle services here in the Unitea States have 
encourajged those companies to invest billions of dollars in foreign 
enterprise. 

The telephone company should not be required to establish sepa- 
rate subsidiaries for offering cable services. Such a reouirement 
would in our view become anticompetitive, in that it would undu^ 
increase the transaction costs of the telephone companies and their 
competitors, at the same time, would not be similarlv burdened. 

Finally, we agree with manv of the comments that were made 
this morning. In fact, we found that the questions l^ the Senators 
were just as telling as the answers by the panel. 

We, in fact, feel that a competitive arena would be a good one, 
one in which — ^as I think it was Senator Breaux who said---we open 
up competition 100 percent to all the comers, and we provide the 
rules that all will operate under, and it will be a single set of rules. 

And to that end, CWA looks forward to working with Uie sid)- 
committee and the Senate in this undertaking. 

Thank you. 

Senator Inouye. Thank you very much. 

rrhe prepared statement of Ms. Easterling follows:] 

Prepared Statembnt of Barbara J. Easteruno 

While understanding your Subcommittee's interest in revising the nation's tele- 
oommunications policy, my organization's assessment of S. 1086 is that the bill is 
premature and will not lead to a truly competitive marketplace. In our view, the 
Con^ss and several Administrations have to date attempted to undertidce on^ 
partial steps, while far more is needed. As presently draftect we oppose S. 1086, as 
another incomplete approach toward establishing a telecommunications poliqr. 

One of the major ongoing debates in our countrv has been to decide and set our 
telecommunications policy, when the American Telephone and Telegraph Compaqy 
(AT&T) broke up in 1984, in the laraest business transaction in the histoiy or the 
world, many new and unforeseen problems and issues emeiged. 

All of us in the industiy are ti^ng to sort out the full set of implications of the 
mid-August announcement that AT&T intends to buv out McCaw Cellular, the na- 
tion's leading wireless enterprise. Any move toward legislation now requires an in- 
depth examination of issues emeiginff from this multi-bilUon-dollar transaction. We 
view the AT&T-McCaw deal as a selective return to local telephone service, from 
which AT&T departed iust short of a decade a^. Inehictably mis Committee and 
the Congress must evaluate the merits of contmued MFJ restrictions on the BeU 
Operating Companies. 

For 20 years the Congress has strugskd with the ever-devebping need for a pol- 
icy to govern this important industiy. BiUs have been introduced in eveiy Congrm 
since 1973, with the necessary consensus always unattainable. The process of k^- 
lating a new policy has become extremely complex at a time when the Congress 
must devote its megor energies to other matters presenting themselves as more ur- 
gent. 

Currently, several public bodies are involved in addressing telecommunications 
poli^ issues, including the two Houses of Congress, the Federal Communications 
Commission, the National Telecommunications and Information Administration in 
the Department of Commerce, tho Congress' Office of Technology Assessment and 
the Department of State. By enforcing anti-trust law, the Department of Justice and 
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Federal courts oversee the AT&T and GTE cases, in which telecommunications mat- 
ters are at the core. Finally, the States preserve their own rcAulatoiy role. 

In 1967-68. there existed the President's Task Force on Communications Policy, 
chaired by Eugene V. Rostow, Under Secretary of State for Political Affairs. The 
Rostow Task Force's final report became a blueprint for new policy directions, in- 
cluding the injection of competition into the telecommunications industry. Tliat Task 
Force was responding to President Johnson's message keyed to the emerging use of 
satellites for international and possible domestic use, ana developments m conmion 
carrier, broadcastinff and cable television enterprises. 

We would strongly recommend that before any new legislative efforts are begun, 
the Administration, the Ck>ngress and industry establish a broadly based study com- 
mission to agree on new policy directions, modeled on President Johnson's task 
force. Senator John Breaux recently has aptly proposed such a study group to make 
an overall policy recommendation. 

We are encouraged that NTIA has established its own working group to draft a 
position paper on telecommunications policy issues, for presentation to the Con- 
gress. From the agency's announcement, we see a commendable attempt to give a 
comprehensive coverage of the manv complex sub-issues facing government as it 
regulates the telecommunications inoustiy for the good of all interests in the United 
States. We strongly support NTIA's efforts to get the policy dialogue moving for- 
ward. 

S. 1086, in our view, can be viewed as giving undeserved protection to competitors 
of local exchange telephone companies; any legislation should merely protect the 
process of competition, not aim at guaranteeing market results. 

We do not believe it is the job of government to "promote" competition, as some 
favoring S. 1086 have publicly stated. Promoting competition is the same as creating 
competition. Government's role must merely be to protect the processes against 
abuses. We strongly advocate the Subcommittee strike the biU's proposed subsection 
229(h), whidi deals with 'llegulatoiy Flexibility for Competitive Senrices." Since the 
District Court on July 7 ruled that all carriers must file the tariffs required under 
present law, we would view enactment of 229(h) as decided Iv partial to some pro- 
viders, at the sizable expense of others. Tariff forbearance is a peor idea, as has now 
in 1993 been decided by the Circuit Court of Appeals. Since the Supreme Court de- 
clined to review that appellate decision, we and many others in the mdustiy contend 
that tariffing recruirements are sound law and policy. 

CWA views tne August 16 (Commission decision in CC Docket 93-36, on the 
"streamlined" tariffing requirements for "non-dominant" carriers, as yet another 
anti-competitive action, contravening Section 203 of the (Communications Act. The 
Commission erred in its old "forbearance" policv, begun in 1979, and appears bent 
on continuing policies which favor the laiige ana powerful rivals of AT&T. Tlie Con- 
gress should press the (Commission for consistency in tariffing rules. 

We believe an unintended side effect of your legislation would be a sizable reduc- 
tion in employment in local exdiange telephone companies, which would remain the 
"providers of last resort." The new competitors would be me to serve "niche" mar- 
kets, taking only the lucrative business. In revising telecommunications policy the 
Congress needs to examine the full range of implications of competition, instead of 
finding competition a goal in and of itself. In the last decade or "competition," we 
have seen local telephone rates more than double; we have yet to detect the unquali- 
fied success of competitive offerings, especially in the case of ordinaiy residential 
telephone users. 

State regulators meeting in July at the NARUC summer conference devoted con- 
siderable time debating S. 1086 and the need to ensure adequate support within the 
local rate structures to continue universal service, while the NARUC delegates then 
were unable to take a unified position on S. 1086, it is clear they perceived the need 
for extensive work to make the lecnslation serve its aim of preserving universal serv- 
ice. One key consideration of NAkUC continues to be tho viability of the Universal 
Service Fund, which is unlikely to receive proper support unless your legislation is 
clear and strong in its policy mandates. The competitive access providors nave been 
clear in their opposition to paying their shares of local exchange costs. Any short- 
falls of needed local revenues wul be made up by residontial and small-business 
users — who will wind up paying billions of dolliurs to subsidize large business users. 
This situation Mrill offer almost an exact replay of tho netwoik access diaige of a 
decade ago. a means by which billions of douars of interstate revenues were shifted 
onto the Dills and backs of small users. We all were drowned in liietoric of "bypass 
bladunail" in late 1983. TTiose of us opposed to the access diarge at that time oor^ 
rectly noted that the access diaige pnqposal would lead to "bypass," which is in fact 
happening now. Let the (Congress not make matters any worse. Let the (Congress 
en this time. 
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In adopting teleoonmnmications pc^ky l^gislationy our k^ reoommendatk>n is that 
the Ck>ngre8a squarely face the iaaue of oompetition. Aa mattera have unfolded over 
the last quarter-oentuiy, the "oon^ietition* has come aa thin Nredges* driven in hy 
companies trying to serve on]y '^che" nuukets. The overall question of the proper 
contribution toward tho fixed oosta of maintaining a first-rate core network, avidl- 
able universally, has yet to be addressed by the Congress over the last two decades. 

Section 5 of S. 1086 appears to require all telecommunications carriers to make 
contributions toward universal service in the presence of a competitive environment; 
our analysis of Section 5 does not show with enou^ clarity that eadi ''nidie* com- 
petitor would be reached for equitable aasessments of fimds to help nay the costs 
of local exchange service, wlum by its very nature is capital- and laoor-intenaive. 
Not to address this point dearly in legislation is to invite litigation as to the intent 
of Congress on subsidies within the rate structure. 

If in fact the issue is conqietition, let the terms of the debate be fully defined and 
widely understood, who compelteB with whom and the equity or inequity of terms 
of competition need a fiill airing by the Congress and the appropriate Federal and 
State agencies, to ensure a fair process. We ame with Senator Inouye that "The 
crucial word is competition," as he noted in the June 9 press conference on the legis- 
lation, where we may have difierences with the Senator are the beliefs that this feg- 
islation will promote investment in new tedmobgy and at the same time lovfer 
rates. 

Whose rates would decrease? Certainly not the rates of the average residential 
user, whose basic dial-tone charges went up more than 100 jpercent in only the fiiur- 
year period starting in eariy 1982. To dat^ no entity has snown a credible scintilla 
of interest in serving the local residential and small-user maiket for telei^one serv- 
ice. We hope the Congress will not lose sij^t of the present universality of service. 

Many aspects of S. 1086 already are within the powers of the Federal Commu- 
nications Oommission. Other aspects are covered by the 1982 Modification of Final 
Judgtnent. 

CwA supports legislation to allow telephone companies to enter the cable TV 
business, since cable companies have recently made decisive moves into selective 
and lucrative offerings of local exchange services. The telco-cable jxrovisions of Sec- 
tion 8 of S. 1086 are unduly restrictive, in CWA's view. The union suoports H.R. 
1504, legislation offered b^ Representatives Rick Boudier and Mike (&ley, as a 
more appropriate means of regulating the enterprise. We are convinced that the re- 
strictions keeping telephone companies from providing cable services here in the 
United States have encouraged those companies to invest billions of dollars in for- 
eign enterprises. We believe public policies encouraging investment in the Unities 
States should be the very first priority. 

However, on the cable-tek» proviskns of both S. 1086 and RR. 1504, CWA 
strongly advocates a major amendment. The telephone companies should not be re- 
quired to establish separate subsidiaries for ofTenn^ cable services. Sudi a require- 
ment would, in our view, become anti-competitive m that it would unduly increase 
the 'transaction costs" of telephone companies. Their competitorB at the same time 
would not be similariy burdened with those added duplicative transaction costa, 
which would become a nugor disincentive to time competition. 

CWA would most stronglv suggest the Subcommittee carefully examine the Au- 
gust 24 rulinff of the UJS. District Court in Alexandria in the case broudit by Bell 
Atlantic, challenging the 1984 cable communications policy legislation. &ction 8 of 
your bill, S. 1086, would impose numerous conditions on the Bell and other local 
exchange carriers. Some concutions to be imposed bv Section 8 may not be consistent 
with the District Court's decision. In the event Bell Atlantic begins to move forward 
with its plans to enter the cable TV business, the Congress may be a placing itaelf 
in the awkward position of attempting to legislate a company out of a legitimate 
enterprise. We believe the Congress instead should concentrate on a single and con- 
sistent policy of competition. AU providers should be under the same rules, to in- 
clude tariff-filings and justifications. 

In conclusion, the position of CWA is that the Congress should make numerous 
extensive amendments to S. 1086 to open the competitive arena to all comers, pro- 
vided all operate under a sin^e set of rules. CWA looks forward to woiidng with 
your Subcommittee and the Soiate in this undertaking. 

Senator Inouye. Ms. Preston. 

STATEMENT OF PAULA SMITH PRESTON, VICE PRESIDENT OF 
ADMINISTRATION, HELLO, INC. 

Ms. Preston. Thank you, Mr. Chairman. 
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I am Paula Preston of Hello, Inc., a telephone answering service, 
located in Richmond, VA. I am appearing on behalf of my company 
and my fellow members of the Association of Telemessaging Serv- 
ices International, known as ATSI. 

ATSI is the national trade association representing the voice 
mail and live answering industry. The members are virtually all 
small businesses. 

The majority are woman-owned. In fact, my great-grandmother, 
Margaret Redmond Smith, was one of the pioneers in the industry, 
having founded our company as a doctor^s answering service in 
1923. 

Today, because of the regulatory bias created by telephone com- 
panies' anticompetitive access to and use of customer proprietary 
network information, or CPNI, as well as joint marketinp^ and 
cross-subsidization, the future does not look so bright for our indus- 
try, or for the American consumer of telemessaging services. 

These three advantages, CPNI, cross-subsidization, and joint bill- 
ing, which are not available to me as an independent enhanced 
service provider, severely hamper our industr/s ability to provide 
affordable voice messaging services to the American public. 

How does the telephone companies' use of CPNI create an unfair- 
ness in the marketplace, and cause the American consumer to be 
the real loser? 

Telephone companies can use CPNI to identify potential cus- 
tomers for voice mail or other unregulated services, such as sub- 
scribers moving into the area, or adding service locations, before 
we, as competitors, are aware of them. 

Telephone companies can use CPNI to prepare hi^ly effective 
marketing presentations, based on usage information, such as 
numbers of missed or blocked calls. This information is unavailable 
to me. Is it verifiable to the consumer? 

Perhaps most frustrating, our supplier is, first and foremost, our 
competitor. Because of that, telephone companies can identify the 
customers using competing vendor services by matching up the 
CPNI of vendors and customers. 

The telephone companies want you to believe that these exam- 
ples are merely abstract "what-ifs. We have found that this is not 
the case. 

ATSI has compiled volumes of incidents where proprietary infor- 
mation has been used in an anticompetitive fashion to discriminate 
against our industry, and thwart the American public's freedom of 
choice. 

One of the manv examples of such use and abuse of CPNI oc- 
curred when my mther, Edward L. Smith, Sr., called C&P Tele- 
phone Co. to have delay, call forwardine service on his home phone. 

He was asked what it was to be used for, and he replied that he 
wanted to have his calls answered by Hello, Inc. He was told that 
he could not use it with Hello, Inc., specifically, and that it could 
only be used for C&Fs voice mailboxes. 

It is impossible to calculate how many times C&P Telephone may 
have used this marketing strategy. It is equallv impossible to know 
how much business my company has lost to C&P Telephone, after 
we have marketed our services, and customers who are ready to 
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sign on are told l^ the telephone company that it cannot be done, 
except their way. 

I ao know this: They win. We and the American consumers lose 
every time. 

How do the telephone companies take advantage of their struc- 
ture? By not providing unregulated services such as voice mail to 
a separate subsidiaiy. The telephone companies can add their 
charges for voice mail onto the basic service mail for virtually no 
cost 

In many States, the charge for unrecnilated services, such as 
voice mail, combined with the basic telephone subscription charge, 
the consumer is charged one lump sum called monthly service. 

The customer is conveniently never again remindea of how much 
the enhanced service costs, except in some areas where they have 
an annual itemization. 

In fact, the telephone company may increase the charge for the 
unregulated services as they deem necessary. Because me charge 
is not itemized, the American consumer is not provided with the in- 
formation necessary to properly evaluate the cost or worth of the 
service, nor is the consumer ^ven any incentive to privately price 
comparable services, and decide what is best for his given situa- 
tion. 

The telephone companies are also not averse to underpridng 
their voice mail services in an attempt to price us out as their com- 
petition. 

In fact, in May 1992, the Georgia Public Service Commission 
found evidence that Southern Bell could not possibly offer its voice 
mail service, which is known as Memoiy Call, for the price that it 
charged. It was offered at far below cost. We cannot compete with 
these rampant abuses. 

Such lack of fair competition, as I have outlined, will return tele- 
communications in America back to the dark ages, before the 
breakup of the AT&T monopoly. Ultimately, the American 
consumer will once again be the loser. 

Thank you for the opportunity to testify. ATSI welcomes this op- 
portunity to work with the committee in securing enactments of 
the safeguards contained in S. 1086. 

On behalf of my fellow members in the telemessaeing industiy, 
I urge that the joint marketing and separate subsimary rules be 
expanded to apply to the telephone answering voice mail industry. 

Thank you. 

Senator Inouye. Thank you very much, Ms. Preston. 

[The prepared statement of Ms. Preston follows:] 

Prepared Statoment of Paula SMrra Preston 

My name is Paula Smith Preston, of Hello, Inc., a telenhone answering service, 
located in Richmond, Vii^ginia. I am appearing on behalf of my company and my fel- 
low members of the Association of Telemessaging Services International known as 
ATSI. 

ATSI is the national trade association representing the voice mail and live an- 
swering industiy. The inembers are virtually all small businesses. Tlie maimty are 
woman-owned. In fact my great-grandmother, Margaret Redmond Smith, was one 
of the first In the telemessaging Industiy, having round our company as a doctors' 
answering service in 1923. 

Today, because of the regulatoiy Inas created by telephone companies' anti- 
competitive access to, and use o^ customer proprietaiy network information 
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(CFNI) — as well as joint marketing and cross-subsidization the future does not look 
so bri^t for our inaustiy or for tne American consumer of telemessasing services. 
These 3 advantages CH^— crosssubsidization, and joint billing — whioi are not 
available to me as an independent enhanced service provider, severely hamper our 
industry's ability to provide affordable voice messaging services to the American 
public. 

How does the telephone companies' use of CFNI create unfairness in the maiket 
place and cause the American consumer to be the real loser in receiving advanced 
customized telemessaging services? 

• Telephone companies can use CPNI to identify potential customers for voice 
mail or other unregulated services, sudi as subscribers moving into the area or add- 
ing service locations, before we, as comoetitors, are aware of them; 

• Telephone companies can use CFNI to prepare highly effective marketing pres- 
entations based on usage information (sudi as number of missed or blocked calls). 
This information is unavailable to me. Is it verifiable to the consumer? 

• And perhaps most frustrating, our supplier is, first and foremost, our competi- 
tor. Because of that, telephone companies can identify the customers using compet- 
ingvendor services by matdiing up the CPNI of vendors and customers. 

The telephone companies want you to believe that these examples are merely ab- 
stract "what ifs." That is not the case. ATSI has compiled volumes of incidents 
where proprietary information has been used in an anticompetitive fashion to dis- 
criminate against our industry and thwart the Americanpublic's freedom of choice. 

One of the many examples of such use and abuse of CPNI occurred when my fa- 
ther, Edward L. Smith, Sr., called C&P Telephone Company to have Delay, Call 
Forwarding service on his home phone. He was asked what it was to be used for. 
and he refHied that he wanted to nave his calls answered by Hello, Inc. He was tola 
that he couldn't use it with Hello, Inc., specifically, and that it could only be used 
for C&Ps voice mailboxes! 

It is impossible to calculate how man3r times C&F Telephone ma3r have used this 
marketing strategy. It is equally impossible to know how much business Hello, Inc. 
has lost to C&P Telephone after Hello has marketed its services, and customers who 
are ready to sign-on are told by the telephone company that it can't be done— except 
their way! 

I do know this: They win. We and the American consumer loses. Eveiy time. 

How do the telephone companies use joint marketing to create unfair advantage 
in the marketplace and cause the American consumer to be the real bser in receiv- 
ing advanced telemessaging services? Through Computer HI, the FCC has specifi- 
cally allowed the telephone company to use its regulated service sales personnel to 
sell competitive services. With few limitations, a new phone subscriber can be sold 
voice mail at the same time he is requesting basic phone service. This is before he 
as a consumer even knows there are competitors oflering the same or better service 
to meet his needs Furthermore, these same phone company personnel can sell voice 
maU when subscribers call the telephone company for any reason — new service, re- 
pairs, or most unfairly, when they order the services link — call forwarding — which 
thev need to receive voice mail service from independent providers. 

How do the telephone companies take advantage of their structure? By not provid- 
ing unregulated services such as voice mail through a separate subsidy. The tele- 
phone companies can add their diarges for voice mail on the basic service bill for 
virtually no cost. In many states, the chaige for unregulated services such as voice 
mail is combined with the basic telephone subscription charge. The consumer is sim- 
ply charged one lump sum and it is called "monthly service". The customer is con- 
veniently never again reminded of how much an enhanced service costs except in 
some areas where there is an annual itemization. In fact, the telephone company 
may increase the charge for the unregulated service as they deem necessary. Be- 
cause the diarge is not itemized, the American consumer is not provided with the 
information necessaiy to properly evaluate the cost— or worth— of the service. Nor 
is the consumer given any incentive to privately price comparable services and de- 
cide which is best for his given situation. 

The telephone companies are not averse to underpricing their voice mail services 
in an attempt to "price us out" as their competition. In fact, in May 1992 the Geor- 
gia Public Service Commission found evidence that Southern Bell could not possibly 
offer its voice mail. Memory Call, for the price it charged. It was offered at far below 
cost. We cannot compete with these rampant abuses. This is not a level playing 
field. 

Such lack of fair competition as I have outlined in my testimony, vnll return tele- 
communications in America back to the dark da^ before the breakup of the AT&T 
monopoly. Ultimately, the American consumer will once again be the loser. 
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Thank you for the opportuni^ to testify. ATSI wekomes this opporinidty to woik 
with the oommittee in aecaring enactments of safeguards contained in 8. 1086. On 
behalf of my fellow members m the telemessaging industiy, I um that the Joint 
nuuketing and sraarate subsidy rules be expanded to apply to the telephone an- 
swering voice mail industiy. 

Tliank you. 

Senator INOUYE. The word ""competitdon" has been used l^ eveiy 
witness many, many times. And I will take the suggestion dT ttie 
author, Senator Damorth. veiy seriously. 

I think it has become obvious Uiat the crux of the whole measure 
may lie in the definition of the word "competition.'' Mr. Lasher has 
suggested that the sudden onslaught of competition may be dev- 
astating, that there must be some time to prepare oneself for com- 
petition. I believe Ms. Easterling has said that the definition in 
this bill is unclear. 

So, all of you have testified on the word "competition." I would 
suggest very strongly that you come forth with your definitions of 
what competition should mean, because, otherwise, we will hear 
fi*om RBOC's at AT&T, and they may set the standard and defmi- 
tion. 

And I listened — ^Mr. Ray, I was very much impressed, because up 
until now we have been told that private industry can do the job 
better than Government, and apparently it is not so in your part 
of Kentucky. Congratulations. 

Mr. Ray. Thank you. 

Senator Inouye. I did not quite get the number. You said that 
in one business you can do it for less than $50, when private indus- 
try would charge over $1,000; is that right? 

Mr. Ray. Yes. On the communitywide local area network that we 
have, we have established a 2-m^abit-per-second network that 
anyone with a home computer, or other businesses that want to tie 
their networks to create virtual networks, and once the l^ghway is 
constructed, the addition of these services, the incrementau cost is 
fairly insignificant. 

I do not pretend to know why the phone company charges for 
these services the way they do. I have my suspicions. But I know 
that, a T-1 — ^there is a tanflF for T-1, which is IV2 megaliytes per 
second in Kentuckv, and it is in the $1,200 range. 

And we charge $19.95 for it, and make probwly more margin on 
that service than we do on cable TV or electricity, for that matter. 

Senator Inouye. Mr. Opperman, we have been advised that the 
RBOC's has been discussing your support of their entiy into long 
distance, and with your support they will support your safeguards 
for electronic publisnine. V^at is your interest in long distance? 

Mr. Opperman. Well, it is really historic, in this sense, that 
when the monopoly was broken up, as we all well know, long-dis- 
tance charges dropped by approximately 40 percent in a veiy short 
period of time. That pretty much unleashed our product, 
WESTLAW, and it unleashed much of our competitors, tne elec- 
tronic product. 

We have an interest in seeing competition at all levels. And our 
interest in long lines issue is merely that as we move to a competi- 
tive model, we see the need for some transition rules, but not tran- 
sition rules forever. 
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If I can explain that, it Just seems to us that the same great ex- 
perience we nave had so uu* in the last 12 years will be replicated 
many times over if we can follow that same process as we break 
up the local bottleneck monopoly. 

Now, obviously, our interest in breaking up the local bottleneck 
monopoly is the same as the one we had m breaking up the lone- 
distance monopoly. We are a customer. We cannot compete with 
these people. We are a customer. 

And we get better service and cheaper prices when the long-dis- 
tance monopoly broke up, and we are pretty dam sure that we are 
going to get lower prices and better service when the local bottle- 
neck gets Droken up. That is really our interest. 

Senator Inouye. Thank you. 

Mr. Kimmelman, you touched upon universal service. This is an- 
other area where definition may be very important. What is your 
definition of "universal service*? 

Mr. Kimmelman. Mr. Chairman, I do not think there is any one 
definition. I think that it evolved over time. But I would treat it 
from this perspective: I think the American people have come to 
have an expectation that local telei>hone service is a necessity for 
everyday lite, dealing with family, friends, business contacts. 

And it has been one of the best bargains that we have had in 
our economy. The real price of local phone service has actually fall- 
en 60 percent since the 1930's. 

As I look at the desire to move to competition. I believe the 
American public will say, ''What is in it for me? What will I eet?^ 

Well, there are a lot of promises about new services and where 
we are going. But I think the one thing that will seem anomalous, 
if not totally contradictory, is that the price of what they view as 
a necessity actually goes up. 

So, my suggestion, on a practical level, based on how the public 
seems to respond to their needs, is to put in place a directive from 
Congress to the regulatory bodies to preserve that pricing tradition. 

We need a new mechanism, when there is not one monopoly car- 
rier, when there are midtiple carriers. They will need to all contrib- 
ute, as your legislation calls for. 

I would just urge ^ou to put more detail in, to ensure that if com- 
petition does not exist everywhere, or does not actually drive down 
K rices for local phone service, that we have a backcnrop^ that we 
ave guaranteed that we do not have the unintended effect of ac- 
tual price increases. 

Subsumed within that is the traditional problem, raised earlier 
by Senator Stevens and Senator Bums, of rural communities hav- 
ing higher costs, the need to spread costs across the entire country, 
low-income households that cannot even afford a phone, persons 
with a disability, who may need special equipment to functionally 
"have" basic phone service. 

I think all that can be subsumed under a new universal service 
mechanism, that is fair to all providers, is not expensive, but pro- 
vides that insurance policy, that local rates will remain at about 
their historical level. 

Senator Inouye. Thank you. 

Mr. Lasher, you expressed some fear that if competition suddenly 
came upon you, it might hurt your business. 
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Mr. Lasher. It may be the ambiance of this room, but I guess 
I did not express that the way that I wanted to express it 

My concern would be that if we just open it up to go-fipfat-it-out 
competition, that a monopoly would use their monopolistic powers 
to take companies like mine, that are startup companies, and com- 
panies getting into the business, and use their monopolistic power 
to put us out of business. 

So, what we are interested in is the safeguards during a transi- 
tion period, to the point that once competition comes to a point 
where it is real true effective competition, then take off the safe- 
guards and no-holds-barred at that time. But until that takes 
place, there has to be restrictions on a monopoly during the transi- 
tion period. 

Senator Inouye. I will be looking forward to receiving your paper 
on competition. From the top of your head, how long shoula this 
transition period take? 

Mr. Lasher. I think it mi^t take place at different times in dif- 
ferent places, depending on how fast competition comes into the 
area. 

And there should probably be some type of test that would estab- 
lish when competition exists in that particular service area or geo- 
graphical area. 

Senator Inouye. Thank you. 

Ms. Easterling, you have indicated that we are not quite ready 
to be addressing this type of measure, that we should have a com- 
mission. Listening to the testimony here, do you not think we have 
enough information to proceed? 

Ms. Easterung. My concern has always been — and we have pro- 
moted the commission concept. I think we have done that because 
of the length of time that we have been talking about doing some- 
thing, changing the law that was created in 1934, and not seeing 
anything being done. 

But I think what really drives us is the fact that in this day and 
age we are talking about fiber, and copper, and microwave, and cel- 
lular, and all of those things, and no one has sat down to say, 
'^aybe we ought to devise a telecommunications policy for the 
country," just as we had a policy for designing the highways in this 
country. 

Evervbody just did not go out and build a highway wherever they 
wanted one. To that extent, we think that there is a lot of waste 
on the building of a lot of the fiber that is being laid, that we are 
going to get to the point where we coidd not possibly use all the 
nber that is out there, which is a tremendous cost. 

We think we ought to be looking at the future, and that some- 
body ought to be looking down the road somewhat to say, ''What 
are the highways of the future?" and to help construct that in a 
better fashion, where some heads of different organizations, compa- 
nies, and so forth, could sit down and do it; and not so much in 
an emotional state, where we have fibers, 50 companies coming 
forth to tell you what their needs are in a bill, because this is what 
happened everv time. 

And certainly you have seen me up there many times, and we 
all come up here, and we all share with you what our thou^^ts are 
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and what we think should be done to better the telecommuni- 
cations in this country, and nothing ever happens. 

I think sometimes it is because we have created such a lead bal- 
loon that we cannot get it off the ground. So, that is the reason 
that we have been promoting, that the Communications Workers 
have been promoting a telecommunications study, so that we would 
be looking at the overall picture, and also at the future. 

We are concerned about it. We are concerned about the employ- 
ees. No. 1. That is whom we represent. We do not sell any tele- 
phones, or make any money off any of that. Our commodity is the 
employees who are there. And we are concerned about them. 

We are very concerned about the business that is going overseas, 
because the companies are not permitted to perform their work in 
the United States. And we think we ought to be creating those jobs 
in the United States, instead of sending them overseas. 

Those are a lot of our concerns. For that reason, I guess we are 
not ready just to move ahead on a bill that we find some problems 
with, but we are willing to work with the committee. 

I do not want you to think that we are not. We are. And we are 
willing to work with your staff, as we have in the past, to try to 
perhaps devise some amendments that would be acceptable to the 
committee and acceptable to us as well. 

Senator Inouye. Thank you very much. 

Ms. Preston, you are quite feanul of what the telephone compa- 
nies can do to you. Are the safeguards in this measure sufficient 
to protect your small enterprises? 

Ms. Preston. Well, they do not specifically address voice mail. 
I think electronic publishing is addressed. But electronic voice mail 
is not specifically mentioned in the legislation. And Uiat was what, 
really, the thrust of my testimony was. 

We have been in the voice mail business longer than the tele- 
phone company in our area, for some years. They went into it after 
we were in it, and as well as other competitors we have in the 
area. 

After the telephone company came in, the market changed dras- 
ticallv. That is why we felt that the voice mail industiy specifically 
should be mentioned. 

Senator Inouye. Thank you. 

I wish to thank all of you for your participation this morning. I 
should tell you that I do have one concern. I am impressed by the 
dynamic and everchanging nature of this industry. 

That being the case, somewhere in the back or my mind there is 
the fear of putting everything in concrete at this stage. If you can 
help me and try to make it sufficiently flexible, so that this meas- 
ure will accommodate, or take into consideration some new tech- 
nology that may come about 30 days from now, because every time 
we have hearings of this nature, something new comes up. 

I remember when I first joined this committee, fiber optics was 
not even mentioned. Now, it is commonplace. So, I hope you can 
do me that service, of taking a careful look at the measure. 

That is my concern, that we might ask for a lot of trouble if we 
put everythmg in concrete. I hate to come back eveiy 6 months 
with amendments to the measure. 

Senator Danforth. 
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Senator Danforth. Mr. Chairman, thank you. 

Thank you to all members of the panel for your very useful testi- 
mony. 

I just have one question, and it is to Mr. Kimmelman. It concerns 
the recent case, the Bell Atlantic case relating to telephone entry 
into the cable business. 

This legislation deals with that same subject, and this is a sub- 
ject that has been near and dear to the hearts of various Members 
of Congress. Senator Bums, for example, has been veiy interested 
in the so-called telco entry. 

However, we have endeavored to provide safeguards, and specifi- 
cally what we have done in this legislation is to say that we en- 
courage the telephone companies to get into the cable business, 
provided that it is competitive. 

I mean, it does not— -our view was that it does not create com- 
petition, tor a telephone company to buv the cable company. 

Now, it is my understanding that tnis recent court case, which 
allows telephone company entiy into cable, has no limitation what- 
ever on the telephone company simply buying out the cable com- 
pany, and, therefore, expanding a single monopoly into a dual mo- 
nopoly. Do you share my view? 

Mr. Kimmelman. Absolutely, Senator Danforth. In li^t of that 
court decision, there is no doubt that there is a danger now, with- 
out legislation, that you could take two individual monopolies, a 
cable monopoly and a telephone monopol^^, and they could merge 
and create one larger monopoly, whether it is the phone company 
that buys out the cable company, or vice versa. 

In an area in which we could have competition, that would be 
venr unfortunate. So, your legislation clearly would prohibit that, 
and that is a mcgor step forward. 

There is one addition I would suggest to the lefidslation. Again, 
it is really a clarification. The question has always oeen: When you 
are investing to expand a telephone system into a video capable 
system, who pays? 

And we have always been concerned that the telephone rate- 
payer, who just buys local phone service, should not have to pay 
for this video investment. Further clarification of that, I tihiink 
would both protect ratepayers and ensure fair competition. 

So. there is no doubt uiat right now, with that court decision, 
this legislation is even that much more important and necessaiy to 
promote competition. 

Senator Inouye. Thank you very much. Senator Robb. 

OPENING STATEMENT OF SENATOR ROBB 

Senator Robb. Thank you, Mr. Chairman. I will be very brief. 

Unfortunately, I have had four different important events all oc- 
ciuring at precisely the same timeframe, and have missed parts of 
the testimony, some of which I had very much looked forward to, 
and I will review it in the record. 

The statement that the chairman just made a minute ago about 
the concern about obsolescence and what you do reminds me of an 
occasion earlier this morning, that I happened to be with the Presi- 
dent and the Vice President, when they were talking about the 
leadtime that the Government takes to order computers. 
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I do not know all the specifics, but it seems to me that within 
the private sector it takes a year or so, but within the Government 
I Hunk the timeframe that they referred to was 49 months to get 
a computer. 

And the suggestion was made that by the time the computer ar- 
rived, it was two generations obsolete, m terms of its ability to ful- 
fill whatever needs the ordering entity or Government agency had. 

That clearlv is a concern here, in terms of what the Government 
role ought to oe. I was interestea, when I was here with the earlier 
panel, when our colleague. Senator Breaux, asked the question, 
which I guess goes to the same point that has been raiseid by al- 
most everyone, and that is ''What would happen if Government 
stepped back altogether? 

Had I had an opportunity to ask a question at that point, I would 
have asked for some explanation, because I think that is the only 
way that those of us wno are not technical can address this par- 
ticular question. 

I would ask, not so much in the form of a question for today, but 
for some issues for the record, if you would address the question 
of what kinds of safeguards ought the Government to be most con- 
cerned about, particularly witn regard to the timeframe of any 
transitional period. 

Some have argued for the absence of any restrictions to competi- 
tion, however it is defined; others would define ''competitioir' in 
various different ways. 

But it seems to me that if we could have a listing, to the extent 
it is not alreadv explicitly covered in your testimony, some idea of 
the kinds of safeguards, and the kinds of timeframes that would be 
absolutely critical, in yoiu* judgment, to the industry or the sector 
of the wnole question that you represent, and any discussion of 
how that is goine to impact on other players in the industiy. 

Again, we had quite an exchangee between two folks on the ear- 
lier panel, in terms of having an issue apparently joined, and yet 
not so clearly ioined, that it was easy to draw a line, and determine 
exactly what the Government policy should be. 

If you could assist us in that regard, and attempt to, at the same 
time, answer the chairman's question about obsolescence, and 
whether or not anything that we do now is going to inhibit the de- 
velopment of the industry, and the expansion of the competition for 
which we are looking. Something along those Unes would be very 
much appreciated. 

Mr. Chairman, this panel has been very patient. They have been 
here for I guess 

Senator INOUYE. Five hours. 

Senator Robb [continuing]. About 5 hours already. I do not think 
that trying to go through a detailed litany of some of the things 
that I am asking right now would serve any purpose, or generate 
a great deal of goodwill with the panel, or others who are witness- 
ing this particular hearing. 

but I would make that request, and I would conclude by thank- 
ing you and the ranking member for not only putting this piece of 
legislation into force, but for calling this and the previous hearing, 
and offering to hold additional hearings, because I think that after 
the Congress disposes of the whole question of health care reform, 
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that the questions that are explicit and implicit in this legislation, 
and the related legislation that Senator Danforth referred to a 
minute ago, I believe, are going to be the most important questions 
that this Congress has to wrestle with, and ones which we are 

foing to need the most assistance from experts, and people who 
ave technical expertise, as well as those who can advise us with 
regard to policy. 

So, I would say that I think we are on to what is a very impor- 
tant topic, and will be for a long period of time. And I commend 
both the chairman and the ranking member for pursuing it. and I 
look forward to pursuing it with you, and will simply make tnat re- 
quest. 

And with that, Mr. Chairman, I will yield. 

Senator Inouye. All right. Thank you very much. 

Before recessing this hearing I would like to announce that we 
will have another hearing, at least one more. We will have to ac- 
commodate the last panel, as I promised. 

In addition to that, we had at least 12 requests to appear fi*om 
very competent and very reliable witnesses, but we could not ac- 
commodate them today. We will most certainly accommodate those 
witnesses. 

I would like to point out to the administration that I would hope 
that the administration will participate in the next hearing. I am 
certain that the administration noted, or should have noted, that 
there is a lot of interest on this committee. 

I can assure you that the authors of this measure have no inten- 
tion to just have hearings. We will report on this measure. We will 
have a markup. And that is why your participation and your assist- 
ance is very important. 

The administration should know that. And that beine the case, 
I would hope that they will participate in the process ana tiie delib- 
erations. 

With that, I would like to, on behalf of the committee, thank all 
of you for your patience and yoiu* help, and we look forward to 
working with you. 

[Whereupon, at 2 p.m., the hearing was adjourned.] 
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Prbparbd Statement op Dban J. BIillbr, Commissionbr, Idaho Pubuc UnLmES 

Commission 

Good morning and thank you for givinjg me the opportunity to comment on the 
Teleoommunications Infrastructure Act 011993, S. 1086. 'My name is Dean J. (Joe) 
Miller. I am a member of the Idaho Public Utilities Commission and Chair of the 
National Association of Regulatory Utility Commissioners (NARUC) Committee on 
Communications, on whose oehalf I appear today. 

As you mi^ know, the NARUC is a quasi-governmental, non-profit oiganization 
founded in 1889. Within our membership are the governmental agencies of the fifty 
States, the District of Columbia, Puerto Rico and the Virgin Islands whidi are en- 
gaged in the regulation of utilities and carriers. Our chief objective is to serve the 
consumer interest by seeking to improve the quality and effectiveness of government 
regulation in America. More spedficallv, the NARUC is con^nsed of inter alia. State 
and territorial officials chai^d ¥dth the duty of regulating the telecommunications 
common carriers within their respective borders. As such, they have the obligation 
to assure the establishment of such services and facilities as may be required by 
the public convenience and necessity, and the finishing of service at rates that are 
just and reasonable. 

The NARUC congratulates this committee for beginning a dialogue on issues 
which are becoming increasingly important in the telecommunications industiy and 
regulatoiy field— infrastructure development and competition. The NARUC supports 
your efforts to encourage the development of an advanced telecommunications infira- 
structure and to promote competition, consistent with the preservation of universal 
sendee, reasonable rates, and maintenance of hi^ qualiW service. 

At our summer meetings this yean the members of NARUC spent a ^at deal 
of time discussing the proposed legislation, S. 1086. We passed a resolution which 
supports Congressional attention on this important topic but expresses our concerns 
¥dtn the bill as drafted. WhOe some state regulators may disagree ¥dth some pro- 
posals contained in S. 1086, we all agree that for a successful transition to an ad- 
vanced and competitive telecommunications network, careful monitoring of the in- 
dustiy and cooperation between federal and state regulators is necessaiy. The 
NARUC resolution has been attadied as Appendix A for your review. 

There is much within the bill's stated purposes and findings with which we can 
agree. NARUC generally endorses most of the purposes as stated in Section 3. We 
too, want a wider range of dioices in the provision of telecommunications [Sec.3(2)], 
to preserve universal availability of telephone service [Sec.3(5)], and to protect the 
privacy interests of telecommunications users [Sec.3(7)]. State commissions also 
want to encourase investment in the Nation's telecommunications infrastructure 
throu^ the development and deployment of advanced and reliable capabilities and 
sendees in telecommunications networks [Sec.3 (1) and (6)], and the intenx>nnection 
and interoperability among telecommunications carriers [Sec.3(4)]. 

The knowledge gained from our experience in the day-to-day business of regulat- 
ing the telecommunications industiy is consistent with may of the bill's findings. We 
agree that additional development is needed to brin^ advanced services to certain 
populations [Sec.2(4)], that telecommunications infrastructure development is a 
means of enhancing tine quality of life for many areas of the oountiy [Sec.2(l)] and 
that all telecommunications providers should contribute to universfd sendee [Sec.2 
(10)]. Most importantly, we agree that competition must proceed under rules that 
are fair to all telecommunications carriers and protect consumers [Sec.2(9)]. 

While we recognize that in the transition to a regulatory format based more and 
more on market reliance there may need to be some adjustments in federallstate 
responsibilities, we are greatly concerned about the bill's proposal to accomplish this 
by pre-empting the authority of the states [Sec. 3(3)] to deal with barriers to com- 
petition and otherwise [Sec2(12)] curtailing the ability of the States to respond to 
local conditions. Congress should recognize that there is some tension between the 
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twin goals of univereal development and universal competition. As a result, afford- 
able — universal availability should remain a primaiy oonoem for policy makers. 

I will discuss these concerns further in a moment. First, thou^t, let me touch 
on activities that have already occurred in the states whidi both promote infrastruc- 
ture development and encourage market-based solutions. 

As state regulators, the members of the NARUC have been working on many of 
the issues contained in S. 1086 on various levels in our respective states. Like you, 
we seek to improve the telecommunications technology available to consumers wnile 
keeping telephone rates affordable for all. State commissions have been using inno- 
vative regulatoiy approaches to improve infrastructure and move toward a oonqwti- 
tive environment for some time. Many states have facilitated competition in certain 
segments of the telecommunications maiketplace and have developed incentive rate- 
making approaches to spur efficiency and improve sendee. States have used pri- 
marily three methods to achieve the goals of improving the infrastructure: alter- 
native regulation (which relaxes pricing restrictions on new services and encourages 
competition); setting specific timelines Tor the deployment of advanced tedmologies; 
or a nybrid poli^. 

According to the draft of NARUC Report on the Status of Competition in Intra- 
state Telecommunications (1993 Update), all multiple LATA states aUow intrastate 
interLATA competition, 45 states aUow at least partial competition in the 
intraLATA toll market, and 22 states allow at least partial competition in local ex- 
change service. 

Furthermore, 39 state commissions have enacted alternatives to ratef-retum reg- 
ulation, 19 state commissions have acted to allow some form of collocation, and Sb 
states have ONA (requirement to unbundling network functions) tariffs approved or 

Now Deing implemented as a result of efforts bv the state leaislature and Board 
of Regulatoiy Commissioners is 'Opportunity New Jersey." This plan requires 
broadband service availability eveiywhere in the state ¥dthin 18 years. Hie fhone 
company is required to accelerate deployment of four tedinolo^es: advanced intel- 
ligent network; narrowband dig|itai services; wideband digital services; and 
broadband digital services. Protection of universal service is aicfed throu^ a cap of 
25 cent per month price increases on residential services in any one year. 

Tennessee has developed a 10 year master plan, TYI Tennessee , in an effort to 
modernize the state's telecommunications network. Regulatoiy reform proposals in- 
clude incentive sharing and the flexible pricing of sendees. SmaU L£Cs, those under 
70.000 access lines, have their choice of regulation plans. The Master Fian for Tech- 
nology Deployment accelerates deployment of 557 technology, ISDN, and broadband 
capcmilities. Specific dates for deployment are established lor uiban, suburban, and 
rural areas. 

Pennsylvania is another state which recently signed into law legislation allowing 
deregulation of competitive services while retaining price-based regulation of non- 
competitive services. The PUC is prohibited from rate regulating competitive serv- 
ices, but retains the flexibility to shift services between competitive and non-com- 
petitive classifications as appropriate, according to establishea criteria. In exchange 
for alternative reflation, telephone companies must commit to deploying 
broadband capabilities to aU customers by the end of 2015. 

Long considered a leader in telecommunications regulation, the New York PSC 
was the first regulatory body, federal or state, to authorize competition in the provi- 
sion of special access and switched access transport services, m addition, the PSC 
recently permitted competition for end-user access services, requiring New York 
Telej^one to unbundle its residential and business loops. In taking mese actions 
the PSC has continued to ensure universal access to basic services, reasonable rates, 
and maintenance of quality service throu^ a comprehensive lifeline program and 
careful monitoring during tne transition to a more competitive industiy. 

Most recently, the Oregon PUC was authorized to allow local exchange competi- 
tion by service or by geographic area if competition can be found to serve the public 
interest. The law allows the PUC to approve competition in all or part of a local 
exchange and to establish rules and standards for the local exchange competitors. 
Small telephone companies, those under 15,000 access lines, are exempt from com- 
petition until 1998. In addition, the Oreiron PUC currently completed a docket on 
unbundling and interconnection issues. Tne results allow a competitor to purchase 
individual components of the network and allow customers of a LBC to interconnect 
to the local network in a variety of ways. 

Because the removal of regulatory oarriers does not ^arantee meaningful com- 
petition, states have been transitioning to competition with care given to the poten- 
tial impacts on universal service and service quality issues. One trend amon^ the 
states 18 to reduce regulation on services as they become increasingly competitive. 
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Another is to delay oompetitioii mandates in rural areas. Rural areas, in most state 
plans, are expected to achieve the same level of tedmology as urban areas but are 
ffiven an extended time period, lliis type of consideration allows resulators to team 
from urban markets and make modifications for rural areas. States nave found their 
actions make the transition to competition more effective white giving consumers 
better protection. 

Let me now address our concerns regarding this legislation, lliey fall into four 
categories. 

PRBBMFTIVB REMOVAL OP BNTBY BABRIBRS 

The NARUC strongly questions the bill's findings that "removal of all state and 
local barriers to entiy * * * are essential to the devetepment of a national inter- 
state telecommunications infrastructure" [Sec. 2(12)] along with the addition of a 
new section to the Communications Act prohibiting any hmitation on the "ability 
to of any entity to provide interstate or intrastate telecommunications services" [Sec 
.229(a)]. 

There are, no doubt, many markets in which competitive entiy would have the 
beneficial effect of lowerinff prices, expanding choices for consumers, and increasing 
efficiency on the part of the incumbent. We are fearful, thou^ that rural or less- 
dense markets may not be capabte of sustaining robust competition and that com- 
petitive entry would result only in selective by-pass by a few large customers while 
remaining customers are saddled with the lost revenue requirement. 

Rather than the virtually immediate and blanket prohibition against entiy bar- 
riers contained in the bill you mig^t consider one of two alternative approaches. The 
first would be to limit the application of Sec. 299(a) to statutorily denned markets 
in which competition is likely to be effective. This, we recognize, would present a 
challenge in drafting statutoiy language that would correctly define those maikets. 
A second and preferable approach would be to delesate to the state commissions the 
responsibility to make case-by-case findings regarcung the advisability of removing 
entay barriers for specific markets. 

Tliis sort of delegation is not ¥dthout precedent. In both the Public Utility Regu- 
latoiy Policy Act (PURPA) and the Energy Polknr Act of 1992, (EPACT) Congress 
established broad federal policy preferences but delegated to the states responsibil- 
ity for implementing those preferences, taking into account local conditions and dr- 
cumstanoes. PURPA is widely viewed as a success, and as my summaiy of activities 
already occurring in the states with respect to telecommunications indicates, states 
can be expected to act responsibly in the telecommunications area as well. 

We also suggest amending this section to make it clear that conditions of entiy, 
such as revenue requirements for telephone relay service (TRS) or telephone service 
cut off rules, are not considered barriers to entiy or limitations on the ability to pro- 
vide service. These conditions ensure a basic level of service for all consumers and 
ensure that consumer ri^ts are not overiooked. Sudi conditions of entry would be 
applied equally to all providers of telecommunications sendee. 

RE-DEFINING THE FEDERAL/STATE RELATIONSHIP 

While NARUC can agree that national policy is needed in telecommunications 
[sec. 2(11)] and that this will cany with it some re-definition of Federal and State 
responsibilities [8ec.2(13)l, we have several concerns in this area. 

S. 1086 provides a unique opportunity to clarify the role of state and FCC officials 
during this transition to competition and to recognize that the states have the ex- 
pertise in oversight of the local telecommunications services. The bill ofiers the op- 
portunity to explore ideas for strengthening federallstate coordination, and estao- 
lishing a new framework that preserves state policy prerogatives while recognizing 
the need for greater consistency as new technologies and markets evolve. 

We believe, however, that in its current form the bill tends sunply to shift respon- 
sibilities away from the states and to concentrate them at the FCu rather than en- 
couraging coordinated federal/state actions. Examples of shifted responsibilities in- 
clude: the federalization of entry regulations [Sec. 229(a)l; m^eemption of inter- 
connection rules that are inconsistent with federal rutes [Sec. 229(c)]; federalization 
of local number portability [Sec. 229(0]; preemption of state rural safeguard pro- 
grams the FCC finds to be inadequate [Sec. 230]; federal authority to define services 
subject to price flexibility [Sec. 229 (hX2)]; and the elimination of state authority 
over information service regulation [Sec .223]. 

TTiis concentration of authorities at the FCC raises two types of conoenis. The 
first is administrative. As implementation of the Cable Act of 1992 illustrates, bud, 
et and staff limitations place a veiy real limit on the ability of the Commission i 
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implement even well-intentioned legislation. There is no reason to think it will be 
any^diflerent with S. 1086. 

The second has to do with institutional capabilities. Even if the FCC doubled in 
size, its ability to respond to local concerns would be less than currently exists in 
the states. State commissions are the ones on the front lines, the ones who receive 
calls about poor or unavailable service or high cost of sendee. Because we hear from 
the consumers, because state commissions will see firsthand the emergence of com- 
petition, and because we are sensitive to the infrastructure needs of the state, state 
commissions must retain authority over intrastate telecommunications. Even as 
competition emerges, the state commissions need to retain authority to resolve sub- 
scriber complaints, intercompany disputes and other administrative matters. Most 
importantly. States need to retain their authority to re-regulate if quality, availabil- 
ity, or terms and conditions of deregulated service deteriorate or if competition does 
not develop. State regulatory authority will enhance, not impede the sound and 
smooth transition to competition. 

Finally, the NARUC supports enhanced processes to strengthen federallstate co- 
ordination. The 1934 Communications Act recognized that there may be disputes be- 
tween these policy makers and provided for the Federal/State Joint Board process, 
a statutorily-sanctioned forum or representatives from the FCC and selected States, 
all dedicated to resolving territorial concerns. We believe this process, with a panel 
of experts working toward solutions, is far superior to granting one jurisdiction pre- 
emptory power over the other. 

PRESERVING UNIVERSAL SERVICE 

NARUC endorses the bill's stated goal of ensuring the universal availability of 
telephone service [Sec.3(5)], although we note with some dismay the bilFs failure to 
make a specific finding that preservation of universal service is in the public inter- 
est, giving rise to the fear that this may be a lower priority than some of the bilTs 
other goals. 

Our concern here is heightened by the complicated and ambiguous interplay be- 
tween Section 229(d)— Universal Service, Section 229(h)— Regulatoiy Flexibility, 
Section 230(a) — Rural Markets and Noncompetitive Markets, Section 229(a)-— Re- 
moval of Barriers to Entry and Section 229(cXl) Obligations of Telecommunications 
Carriers. 

One hand. Section 229(d) requires that States 'in combination with the Commis- 
sion, shall ensure the preservation and advancement of universal service." This bold 
directive, however, is unaccompanied by any guidance as to its attainment. 

NotwiUistanding this general directive, omer provisions of the legislation take 
away the tools traditionally used to achieve this goal. For example, it can be arpued 
that a necessaiy coroUaiy of freedom of entry is a freedom of exit thus raisii^ 
doubts about the ability of states to enforce carrier of last resort obli^tions. And, 
while we recognize that Section 229(h), dealing ¥dth regulatoiy flexibihty is permis- 
sive, not mandatoiy, there is some tension between price flexibility and preservation 
of averaged rates in rural and noncompetitive areas. Section 2^(h) acknowledges 
this tension but provides no help in resolving it. 

The concept or universal service traditionally carries with it the idea that cus- 
tomers in rural and noncompetitive areas should have equalitv of access to tele- 
communications sendees and networks. TTiis thou^t appears to be embodied in Sec- 
tion 23(Ka) wherein the States are directed to undertake actions to achieve that 
goal, and the FCC is authorized to take remedial action in the event of failure bjr 
a state to achieve the goal. The section, thou^ reouires that prices for rural facili- 
ties be based on '^reasonably identifiable costs of providing sudi services" [Se& 
23(Ka) (2)], thus suggesting that urban/rural de-averaging is required. This confl]cCe» 
at least in concept, with the mandate of Section 229(n) that States shall ensure thii 
rates for services that are not competitive remain 'just and reasonable and that uni- 
versal service is preserved and enhanced." Before state entiy regulation is pre- 
empted, we must ensure that all customers will be served by a telephone company 
or telecommunications provider. 

The expansive requirement for interconnection in the interstate jurisdiction envi- 
sioned by Section 229(cXl) carries with it the possibility of cost slmts to the intrft- 
state jurisdiction if si^ificant volumes of traffic leave the incumbent's netwoik. 
This when combined with price flexibility for competitive areas suggest these costs 
may be bom by rural and non-competitive areas, again threatening the goal of uni- 
versal service. 

Finally, althou^ some large telecommunications users may have need for net- 
work redundancy [Sec.2(8)] and multiple sources of supply, steps should be taken 
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to ensure that basic residential customers do not pay for redundancy they do not 
use and that does not benefit tfaens. 

LACK OP SUTTABLB TRANSRION IfBCHANISMS, If ONTTORINO AND ABILITY TO RB- 
RBGULATB INTHB BVBNT OPCOMPBTITIVB PAILURB 

S. 1086 needs to give some thou|^t to the transition between the existing regu- 
latoiy structure and a oonqietitive marlcet. State oonunissions will play a la^ rote 
in the transition because we wiU see the trends and probtems long before th^ be> 
come egregious enou^ to attract the FCCs attention. Consumer education wiU be 
veiy important as welL Studies continue to show that consumer understanding of 
telecommunication lags behind the tedmology. For exampte, many consumers still 
believe that AT&T is their telephone company. State commissions ¥dll be instru- 
mental in pTDvidinp the assistance and information that consumers will need to 
make the best choices in selecting their telecommunications services. Consumers 
will also be counting on us to heQ> them solve the problems they encounter with 
telecommunications services and providers. 

The NARUC supports the inclusion of stronger monitoring poDvisions in the bill. 
Such information will help us determine the progress that is oeing made toward im- 
proving the infrastructuro or increasing competition. Should niodifications to the 
legislation be necessaiy in the future, such data could be veiy helpful in determin- 
ing the best course of action. Such data would also be extremely nelpfiil in deter- 
mining the tevel of competition faced by sendees or companies, wnich could be used 
for a variety of purposes induding pricing flexibility. Lastly, monitoring information 
wiU be helpful m the enforcement of rules, is a key aspect to making competition 
a reality. 

Finally, we think there should be some recoffnition that de-regulation xxdf^t not 
work. Eveiyone hopes the tegistetion's result wm be efTectively con]4>etitive markets. 
Equally possible, however, is the emergence of unregulated monopolies or near-mo- 
nopolies. We BuggBBi there be conscious consideration of whether existing anti-trust 
law and enforcement is adequate to puard against this possibility or whether addi- 
tional safeguards should be induded m this legislation. 

The success of any national plan to achieve a conqietitive, advanced telecommuni- 
cations netwoik will need the assistance of autonomous state regulatory bodtes to 
monitor the transition and enforce regulations as necessaiy. I, and all the other 
members of NARUC, look forward to working ¥dth the members of this committee 
in clarifying these issues. 

Thank you again for the opportunity to testify on this matter. 



APPENDIX A— RESOLUTION REGARDING S. 1066, '^THE TELECOMMUNICATIONS 
INFRASTRUCTURE ACT OP 1963' 

Whereas, On June 9, 1993, Senatore Danforth (R-MO) and Inouye (D-HI) intro- 
duced S. 1086, the Tetecommunications Infrastructure Act of 1993"; and 

Whereas, The bill's stated objectives are to: encourage the continued devetopment 
and deployment of advanced and reliabte capabilities and seivices in telecommuni- 
cations networks; ensure the availability of the ¥ddest possible range of con^»titive 
choices in the provision of telecommunications and cable television services and en- 
courage the umversal availability of telephone sendee; and 

Whereas, Numerous states are at the forefront in upgrading their telecommuni- 
cations innrastructure, encouraging new services, and promoting competiUon: and 

Whereas, The characteristics of the marketplace and the costs of providing tete- 
I^ne service vaiy geographically and affect the competitive and regulatoiy environ- 
monts among the states; and 

Whereas, Cooperation between state and federal regulators is the best means to 
ensure that the benefits of competition and infrastructure development wiU be real- 
ised, consistent with the preservation of universal service, reasonabte rates and 
maintenance of hi|^ quality service; and 

Whereas, Until such time as competition is achieved, states must have the author- 
ity to ensure against the emergence of unregulated monopolies; and 

Whereas, The bill as currently drafted contains numerous provirions of concern to 
state regulators including, but not limited to, the following examples: 

• requiring that withm one year, no State statute or regulation, or other state 
legal recpiirement shall prohibit or limit the ability of any entity to provide tele- 
communications services; 

• directing that interconnection to a carrier^s facilities at any tedmically feasibte 
point for provision of telecommunications seivices must be pennitted; 
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• authorizing the FCC to preempt state regulatoi^ meaaures if detennined by the 
FCC that the measures prevent tne realization of the goal of ensuring that cus- 
tomers in rural and noncompetitive maikets have access to hi^ quality tele- 
communications network facilities and capabilities, regardless of the states evdua- 
tion of the propriety of such measures; 

• providmg the FCC with tho authority to define intrastate competitive services 
for puiposes of pricing flexibility; 

• identifying universal availability, rather than universal service, as one of the 
seven stated purposes of the bill; 

• requiring state and federal coordination in preserving universal service, with- 
out clanfying whether the FCC could establish universal service policies whidi the 
state must implement; 

• providing no clearly defined role for states: (1) in assuring that appropriate 
intrastate compensation arrangements between telecommunications carriera are im- 
plemented; (2) developing intraLATA equal access and presubscription requirements 
for cellular and two-way wireless service providers; 

• preempting state regulations relating to the provision of intrastate information 
services; 

• allowing local exchange carriers to provide video services ¥dthout addressing 
how the cost of network facilities used jointly to provide basic telei^one services ima 
video services will be allocated; 

• promoting network redundancy without addressing potential impacts on the 
rate making process; 

• encouraging pricing flexibility for competitive services without addressing the 
efiects of deaveraging on rates in noncompetitive and high cost areas; now, therefore 
be it, 

Resolved, That the Executive Committee of the National Association of Regulatoiy 
Utility Commissioners (NARUC), convened in its 1993 Sunmier Meetings in San 
Francisco, California, supperts the efibrts of Congress to encourage the development 
of a modem, efiicient and ni^ quality public telecommunications infirastrudure and 
to promote competition, consistent with the preservation of universal service, rea- 
sonable rates and maintenance of his^ quality sendee; and be it further 

Resolved, That S. 1086 be amended to address the bill's lack of clear definition 
regarding the states' authority to prescribe intrastate telecommunications policies 
and other concerns expressed in this resolution; and be it further 

Resolved, That S. 1086 preserve the states' authority to implement policies that 
reflect maritet conditions within each state, consistent with the public interest objec- 
tives of encouraging infrastructure development and promoting competition, the 
preservation of universal service, reasonable rates and maintenance of ni^ quality 
service; and be it further 

Resolved, That NARUC encourac[es cooperation between state and federal regu- 
lators and welcomes the opportunity to work with Congress in order to achieve 
these public interest objectives; and be it further 

Resolved, that the NARUC Washington office be directed to convey these views 
on S. 1086 to Congress. 



Prepared Statement of William F. Squadron, Department op 
Telecommunications and Energy, the Cmr of New York 

Mr. Chairman, Members of the Subcommittee, on behalf of the National Associa- 
tion of Telecommunications Officers and Advisors CT^ATOA"), I thank you for the 
opportunity to testify today concerning S. 1086, The Telecommunications Infra- 
structure Act of 1993," introduced by Senators Inouye and Danfortli. NATOA rep- 
resents local franchising authorities in more than 4,000 jurisdictions, which collec- 
tively regulate cable television systems that serve an estimated 40 imllion cable sub- 
scribers. NATOA is affiliated with the National League of Cities, for which it serves 
as a technical advisor on cable television and other telecommunications matters. 

My testimony will focus on those provisions of S. 1086 relatingto the povision 
of video programming services by telephone companies Ci^elcos^. This testimony is 
based on NATOA's initial review of S. 1086. We look forward to sharing wiUi the 
Subcommittee in the near future any additional comments we misdit have on the 
bill. 

NATOA was a strong advocate of the Cable Television Consumer Protection and 
Competition Act of 1992 ("1992 Cable Act**). From Jefferson City. Missouri and Gil- 
lette, Wyoming to New York City and Miami, consumers told us loud and clear that 
they wanted protection from sk^txjteting rate hikes, poor customer sendee, and the 
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other monopoly practices of many cable operators. We believe that the 1992 Cable 
Act will provioe consumers most of that protection. 

NATOA now urges Congress to take the next step necessary to protect consumers. 
That step is to enact legislation that will further promote con^»tition in the provi- 
sion of cable service — ^which we believe will also reduce the need for regulation. 
NATOA has consistently argued that meaningful con^»tition would increase the 
diances that subscribers would receive quality, yet affordable, cable service. We be- 
lieve the only significant way that meanin^nil competition to a cable mtem can 
occur is if there is at least one other multichannel video programming distributor 
that offers a full arrav of services and programs comparable to those that traditional 
cable oi)erators provide. 

At this time, telcos have the capability of being one of the few viable alternatives 
to traditional cable operators. In addition to promoting competition, however, a goal 
of telco legislation also should be to ensure that the public receives the benefits and 

Srotections they expject from commorcial users of public property. In order to ensure 
lat the pubUc receives such commitments, it is critical that telco legislation recoff- 
nize the legitimate and historical role of firanchising authorities in the dual federal- 
local structure for the regulation of multichannel video programming service provid- 
ers. In short, local sovemments serve as trustees for their communities to guarantee 
that their ri^ts-of-way and other property are used property and in the commu- 
nit/s interest. 

When it enacted the Cable Communications Policy Act of 1984 and the 1992 Cable 
Act (the '^able AcfO, Congress determined that local governments, by imposing 
frandiise requirements, could best ensure that safeguards necessary to protect 
affainst consumer abuse are in place^ and that the public receives the benefits to 
vmich they are entitled for the use of^ their property. Conjgress recognized that "dty 
officials have the beet understanding of local communications needs and can require 
cable operators to tailor the cable system to meet those needs." H.R. Rep. No. 934. 
98th Cong., 2d Sees. 24 (1984). NATOA believes that any telco legislation enacted 
by Congress should continue to recognize the critical role of local governments in 
ensuring that local communications needs" are met. 

The best way to ensure that telcos providing video programing services meet local 
communications needs is to subject them to the same franchising structure and pub- 
lic interest regulations that have operated successfiillv with respect to cable opera- 
tors — namely, the Cable Act. By sumecting telcos to the Cable Act, Congress would 
ensure, among other things, that telcos: (1) provide community programming and 
local information services, such as, but not limited to, public, educational and gov- 
ernmental access (TECO channels^ facilities and equipment;^ (2) provide con^nsa- 
tion to local sovemments for the for-profit use of local public pronerW and rif^ts- 
of-way; and (3) are subject to local customer service standards ana otner consumer 
protection measures. 

For the reasons stated above, NATOA has advocated the provision of video pro- 
graniming services by telcos in order to promote competition and technological inno- 
vation, so long as appropriate regulatoiy conditions and safeguards are established 
and enforced to ensure that the public receives the benefits and protections that 
th^ have a right to expect from commercial users of public ri^ts-of-way. NATOA 
bebeves S. 1086 is a substantial step in the right direction toward making the bene- 
fits of increased competition and technological innovation, which telephone compa- 
nies claim they can make, available to the jpublic. Such competition and innovation 
must be done m a manner consistent with the public interest. 

NATOA is encouraged that S. 1086 recognizes that a telco providing video pro- 
gramming services within its service area is a "cable operator^ under the Cable Act 
As cable operators, such telcos should be subject to local cable franchising require- 
ments. By identifying such telcos as "cable operators," the bill apparenthr intends 
that such telcos would be subject to local cable franchising requirements. We believe 
that S. 1086 should be amended to make that intent ciystal clear. Franchising re- 
quirements that S. 1086 should make clear apply to telcos providing video program- 
ming include, but should not be limited to: (l) requirements for PEG facilities, (2) 
franchise fees, and (3) customer service standards. Moreover, both the video ink 
non-video programming services provided as part of a telco's cable service should be 
subject to franchising requirements. 

We believe it is essential that local governments be permitted to require firan- 
chises and impose franchise-related requirements. They are in the best position to 
understand and respond to the cable television needs and interests of consumers 
within their jurisdiction. 

NATOA has urged that if telcos begin to provide cable television service, they 
should do so throu^ a separate video programming subsidiary. We are pleased that 
S. 1086 includes a requirement that vioeo programming be provided throu^ a sepa- 
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rate subsidiary. Such structural separation facilitates the audit process and provides 
some assurance that cross-subsidization is avoided. Telenhone service customen 
should not be forced to finance a telco's entiy into the cable business. S. 1086 also 
properly prohibits telcos from engaging in practices prohibited by the Federal Com- 
munications Commission ('^mmission'O or a state ¥dth regard to cross-subsidiza- 
tion. 

NATOA is concerned that S. 1086 may not subject to local franchising require- 
ments telcos providing transport services for so-called 'Sddeo dial tone" service. As 
indicated above, NATOA believes that telcos providing video programming services, 
whether throu^ a subsidiary or on a oommen earner transport basis as part of 
'Sddeo dialtone service, should be subject to appropriate franchising requirements 
under the Cable Act. Local governments have a responsibility toward the propoiy 
that they manage on behau of their communities. Only throuo^ the fr-anchising 
process can a community be sure to receive appropriate benefits Tor the commercial 
use of its property. 

Moreover, as a potential competitor of a franchised cable operator, it is onlv ap- 
propriate that 'Sdoeo dialtone" services be franchised. Among other things, local gov- 
ernments should be able to ensure throu^ franchise requirements that a telco pro- 
viding 'Srideo dialtone" transport service: (1) makes transmission facilities available 
to public, educational and governmental users; (2) provides service to subscribers 
throu^iout a franchise area on a nondiscriminatory basis; (3) con^Hes with 
consumer protection requirements concerning such matters as service, installation 
and billing; and (4) constructs its facilities using public streets in a safe and reason- 
able manner.i 

S.1086 sets forth other safeguards to telco entiy that NATOA supports or believes 
are steps in the right direction. The bill severely limits the ri^t of a teko to pur- 
chase, or enter into a joint venture or partnership with, any existing cable sy^m 
within its local telephone exchange service area. NATOA be&ves that this provision 
would be improved if telcos were totally prohibited from having any ownership in- 
terest in an existing cable system. The nve percent ownership interest permitted 
under S. 1086 may result in reduced incentives for full and fair competition between 
a telco and the cable system in whidi it has an ownership interest. We believe that 
a total ownership ban on the purchase of existing systems is a critical restriction 
if telco entiy into the cable maiket is to adiieve the desired goal of increasing com- 
petition.3 

lliere are several provisions in S. 1086 that NATOA asks that the Subcommittee 
consider amending as it reviews this legislation. 

First, we do not believe that telcos providing cable service in rural areas should 
be exempted from the provisions in the bill. Cable consumers in rural areas should 
not be treated as second class citizens and should be entitled to the same protec- 
tions granted under the bill to cable subscribers served by telcos in other areas. 

Second, the bill would preempt state or local regulation of intrastate telecommuni- 
cations services that are inconsistent ¥dth federal regulations or S. 1086. NATOA 
hopes that Congress will continue to respect the tracutional, long-standing ri^^t of 
state and local governments to regulate intrastate communications in the best mter- 
ests of their localities. 

Third, NATOA is concerned with the provision in the bill that would preempt 
state and local regulations or statutes regulating interstate telecommunications 
sendees that are 'Inconsistent" with federal regulations and S. 1086. NATOA does 
not suggest that state and local governments should be allowed to regulate in a 
manner that undermines the goals of S.1086. NATOA only suggests that Congress 
grant state and local governments some flexibility in regulating interstate services. 



^In this reprd, NATOA particularly is oonoemed with the Commission's decision to allow 
tdcoB to provide video dialtone service without a franchise pmBuant to the Cable Act The FCC, 
in an interpretive roHng, concluded that a "video dialtone" sendee provider is not a '^cable opera- 
tor" required to have a financhiae under Section 621G>) of the Cable Act This ruling is being 
challenged in the U.S. Court of Appeals for the District of Columbia circuit l^ NATOA, the dty 
of New York, other local sovemments, and cable industiy representatives. 

NATOA believes that the FCCs intenretive ruling is contmiy to the toLo r em language of the 
Cable Act and Congressional intent We believe that Conness intended, when enacting the 
Cable Act» to subject all multichannel video programming distribnton that use public rights- 
of-way to the Cable Act 

NATOA hopes that Congress, l^ passage of 8. 1066 or some other legislation, will dari^ that 
such video dialtone service providers are cable operaton sulgect to flnanchising r e quir e m e n ts. 

'However, we do believe that in exceptional drcumstanoes local governments should be al- 
lowed to approve the purchase of an existing cable lystem fay a idoo. Bach dremnstanees may 
exist where, for exam^e. a telco is the onfy entity capable of assuming the operatioo oTa pooity 
p e ribi mi ng or a ban d o ned cable lystem. 
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We reoommend that the bill be amended to preempt only those state or local stat- 
utes or regulations which are 'irreoondlable" with federal law or S. 1086. 

NATOA believes that S. 1066 takes a positive and significant stsp towards intro- 
ducing conqietition into a monopoly cable industiy. broadening the diversity and 
quality of programming available to consumers, ana ensuring that the provision of 
video programming semces by tekos is consistent with the nublic's rif^t to a divi- 
dend from commercial users of public ri^ts-of-way. NATOA applauds Senators 
Inouye and Danforth for their efforts to advance the countr/s communications infira- 
stnicture and promote conqietition in the cable industiy. We look forward to work- 
ing closely with the Subcommittee on these issues to make consumers the true bene- 
fidaries of competitive multichannel video programming technotogies. 



Prbparrd Statement op Gbne Ktmmr!,man. Legislative Dibbgtor, Consumer 
Federation op America 

The Consumer Federation of America (CFA) agrees ¥dth the goals articulated by 
Senators Danforth and Inouve in S. 108JS, the 'Telecommunications Infrastructure 
Act of 1993." We share the belief that a pro-competitive telecommunications policy 
framework that protects universally available and affordable basic phone service, 
provides thorou^ protection against cross-subsidization, preserves principles of 
common canriage and nondiscrimination and dismantles all inappropriate unpedi- 
ments to vibrant competition, is in the public interest. 

CFA believes Congress has a unique opportuni^ to offer the American people the 
possibility of robust telecommunications competition in all maikets without aban- 
doning the social policy gains achieved under the Communications Act of 1934. Mar- 
ketplace developments, technological advances, the AT&T break-up, and passage of 
the 1992 Cable Act make it possmle to offer consumers: 

1. a continuation of the decline in real prices for local telephone seivice (since 
passage of the 1934 Communications Act, local telephone rates nave fallen about 60 
percent in inflation acyusted dollars); 

2. an updated definition of 'Siniversal seivice" that guarantees affordable prices 
for an evolving array of services (e.g., lifeline, local exchange, video, distal) and 
equipment (e.g., telephone, television, computer, and equipment for special needs 
ffroups) that ensure multimedia connectivity for all citizens and vital institutions 
Te.g., the poor, rural communities, persons with disabilities, schools, healtii care fa- 
dhties); 

3. increased choice in all communications services and equipment to enhance 
consumer sovereignty over how, when and what to communicate; 

4. lower prices for local exchange, video, and information services that have not 
been subject to either strong competition or effective regulation; and 

5. numerous new services and combinations of seivices, with appropriate cus- 
tomer privacy protections, that a competitive environment should foster. 

While CFA is confident that the sponsors of S. 1086 share this vision, their l^s- 
lation will require significant alteration to meet these goals. Unless S. 1086 is 
amended to include a precise, updated definition of universal service, consumer- 
friendly cost aUocation principles (as proposed in §201 of Chairman Inouve's S. 
2112, the Information Services Diversity Act of 1991*0, and more thorougp safe- 
guards against anti-competitive practices GOce in §201 of S. 2112), the legislation 
cannot accomplish its stated goals. 

I. THE ingredients OF A PRO-COllfPETmVE, SOCIALLY RESPONSIBLE 
TELBCOIf MUNICATIONS POUCY 

The fiindamental public policy dilemma in attempting to promote fiiee-wheeling 
telecommunications/multimedia competition is how to get from 'here" to 'ihere." As 
we found with the Cable Act of 1984, reduced rmilation in the name of promoting 
competition can lead to the opposite: entrenchecL expanded monopolization.^ Also, 
historv demonstrates that, contraiy to superficial lo^c, structural prohibitions on di- 
versification (e.g., the Modified Final Judgment Ime of business restrictions, the 
telephone company-cable cross-ownership restriction) help foster the growth of com- 
petition in communications maikets. 

To meet the goals of S. 1086 it is therefore critical that Congress base its policy 
directives on actual maiketplace experience, rather than superficiaUy attractive 
rhetoric. As S. 1086 generally acknowledges, local telecommunications competition 
can only succeed if local telephone companies are required to open their networks 



iSee Conference Report to accompany S. 12. Cable Teleriaion Consumer Protection and Com- 
petition Act of 1092, Report 102862, Sept, 14, 1992. 
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to competition on nondiacriminatoiy terms and conditions. Hie bill also appro- 
priately calls for breaking local bottleneck control over telecommunication trans- 
mission before allowing me local exchange carriers to expand into an acQaoent mar- 
ket like cable television. Unfortunately, the bill does not provide adequate safe- 
guards to ensure the development of local competition, or the preservation of afford- 
able local phone service, before allowing local exchange earner expansion into ^e 
video market. 

II. UNIVERSAL SBRVICB: PRESERVING A SOCIAL POLICY TUADmON 

It is of course no accident that local telephone service is one of the best 'l>uy8" 
in toda/s marketplace. The various elements of 'Siniversal telej^one service*— e.g., 
"^st and reasonaole" prices for basic i^ne service, 'lifeline service* for low-income 
households and a ''hi^ cost fund* to moderate prices in rural America— emanating 
from the Communications Act of 1934, state regulatory statutes, coiporate strategy 
and regulatory policy, reflect America's historical commitment to maWing prices mr 
basic communications services a bargain for all citizens. The ongoing success of our 
universal service ethic is reflected in simple statistics; since the ISdO^s, the price of 
local phone service has declined, in constant dollars, by about 60 percent, making 
it possible for about 93 percent of households to have a telephone toaay.3 

Unfortunately, many telephone industry oflicials claim this universal service ethic 
cannot be preserved in an increasingly competitive telecommunications market. 
They in essence relegate our nation's most important and successful tool that pro- 
motes ubiquitous egalitarian dialogue, discourse and increasingly essential commu- 
nications options, to the position oi an anachronism suitable omy to a monopo^ en- 
vironment. According to this logic, a competitive market cannot coincide with ^e 
low priced local phone service that our universal service policy cuirently ensures.' 

If the industry view of the telecommunications market is correct, then consumers 
have more to lose than gain from a simple pro-competition policy. Under this sce- 
nario, the most essentiallocal phone services could race steep pnoe increases, with 
competition driving down prices for large volume users of data, long distance and 
other sophisticatea hi^-end communications applications. The vast majority of con- 
sumers that principally relv on the phone to readi family, friends and local business 
contacts would pay more than they currently do under our universal service ethic. 

On the other hand, if Congress preserves our universal service tradition as it 
opens the door to full-scale teleconmiunications competition, consumers would be in- 
sulated from local rate hikes and could receive sigmflcant benefits from competitive 
pressures to develop more useful information age services. This is the environment 
that CFA believes, with the appropriate universal service and safeguard amend- 
ments, S. 1086 could promote. 

Since local telephone companies believe they should raise local rates significantly 
to respond to competitive pressures,^ it is unlikely that S. 1086's va^e universal 
service language will provide consumers any protection against rate increases un- 
less the bill is amended to specifically cap local rates as pc^ of its universal service 
mandate. In the transition to a competitive environment, this can be accomplished 
by continuing to require all telecommunications service providers that interconnect 
in any fashion with the local exdiange carrier's networks, to pay an access charge 
that supports universal service with contributions to joint and. common netwon 
costs. 

As new service providers begin replacing the local exchan^ telephone companv 
as consumers' local carrier, this access charge can evolve mto a public network 
transmission surcharge (based on the provider's net public switched transmission 
revenue) that would replace today's high cost fund, lifeline fund and preserve the 
tradition of declining local telephone rates. Because this ni^chanism would treat sJl 
telecommunications providers alike, it would in no way reduce or handicap the de- 
velopment of competitive local telephone service. Most importantly, as competition 
grows — most likely in an uneven and unpredictable fashion — this universal service 
mechanism would continue to guarantee that low-income, rural households and con- 
sumers with disabilities have access to the same or functional equivalent of local 
phone services that all other consumers receive for a reasonable price. 



3 See Kimmelman and Cooper, "Divestiture Plus Five," Dec. 1988. We highli^t the fact that, 
despite the success of our universal service policy, it remains a *wark in progress" since about 
20 percent of households below the poverty-line remain phondess, and half the states do not 
provide subsidized "Lifeline" programs for low-income families. 

3 See Statement of Gaiy McBee, USTA, on S. 1086 before the Senate Commerce Committee, 
July 14, 1993 at 6. 

4ld. 
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If the Bell telephone oonmanies are allowed to maintain or expand their informa- 
tion aervioefl busmess, and all local exdiange carriers are permitted to enter the 
video budnesa in their telephone service terntorv, as proposed in S. 1086, consum- 
ers are likely to face dramatic overcharge for local phone service (until effective local 
competition develops). As we have pomted out in great detail to this Committee, 
consumers have been increasingly abused throuf^ overdiams by local telephone 
monopolies that use ratepayer funds to expand into new ma»ets.> As we have also 
pointed out, the greater the incentive to shift costs onto monopoly ratepayers, the 
less the possibility for state and federal regulators to uncover the abuse and protect 
consumers.* 

In the case of video service, the risks to telephone ratepayers are enormous. Even 
if the local exdian^ carriers take five to ten years to expand their telephone net- 
works to provide video seivices, using the cheapest means available, experts esti- 
mate that these companies will neea an additional $10-20/month from eadi tele- 
phone subscriber to cover their oosts.^ Even Bell Atlantic's recent statement, that 
its video subsidiaiy will pay for $50(Vline in network upgrades, could leave tele- 
phone ratepayers paying ana additional $l,000/line to make the phone system capa- 
ble of transmitting video signals: 

Bruce L. Egan, a research fellow at Columbia University's Institute for Tele- 
Information, recently estimated the amount of money needed by the cable and 
telephone industries to upgrade their services. 

To reach the modest goal of supplying both conventional cable television and 
ordinary i^one service over the same hne, telephone companies would have to 
spend alMut $1,500 * * *• 

Surprisingly, the Federal Communications Commission (FCC) has failed to de- 
velop rules to deal with the hundreds of billions of dollars involved in local exchange 
earners' netwoik alterations to provide video services. Rather than develop clear 
ffuidelines to govern critical consumer protection issues, the FCC decided to addross 
%ideo dialtone" issues involving federal/state jurisdiction, cost allocation, pricing 
and consumers safeguards on an ad hoc, application by application basis.* So far, 
local exchange companies have j)roposed chandng their telephone ratepayers most 
of the costs associated with putting fiber optic ntrunk" lines in place to provide video 
services. 10 And so far, the FCC has not objected to this flagrant rip^fi of telephone 
ratepayers. 

Unfortunately, S. 1086 does not explicitly insulate telephone ratepayers fiT>m pay- 
ing for infrastructure investments designed to provide information or video services 
(See §8's and § ll's general roferonce to subsidies involving 'ihe improper assign- 
ment of costs'^. To protect telephone ratepayers from inflated local rates, S. 1086 
must be amended to include S. 2112's cost allocation rules (§201 amending §227 
(f) and (g) of the Communications Act of 1934) which directly prohibits the loading 
of "Ijoint and common* costs related to information services onto local telephone 
rates. CFA believes similar specific statutory language is needed to prevent cost 
misallocations related to video services. 

m. PROMOTING COMPETITION 

So long as CJongress ensures that universal service (as defined in section 11, 
supra.) is preserved, CFA strongly endorses S. 1086's goals of promoting local tele- 
phone competition and devisinff fair competitive safeguards for all telecommuni- 
cations providers and users. Whue we believe S. 2112*8 maiket entry test would pro- 
vide the greatest assurance of robust competition, S. 1086's competitive safeguards 
can be fine-tuned to protect information services and video competition. 

By eliminating barriers to entry into local telecommunications markets, and pre- 
venting local telephone monopolies from buying local cable monopolies (or vice 
versa), S. 1086 provides an essential, fair starting point for pro-competitive tele- 



■See Statement of Gene Kimmelinan before the Senate Communications Snboommittee on S. 
1981. May 9, 1990. 

7 Edmund L. Andrews, «A Baby Bell Primed for the Big Fight," New Yoik Times, Feb 21, 
1993, citing Bruce Egan at Columbia Univenity's Institute for Tele-Information. See also Dr. 
Maik Cooper, Developing the Information Age m the 1990's, CFA, June 8, 1992; and William 
Page Montgomeiy, Accelerated Broadband Networks, ETI, Feb., 1992. 

•Andrews, op.dt 

•Telephone Company/Cable Television Cross-Ownership Rules, Second Report and Order, 7 
FCC Red. 6781 (1992). 

10 In the Matter of the AppUcation of the New Jersey Bell Atlantic Ca (Florshan SystemX File 
No. W-P-C-e858, Nov 16, 1992 at 6, (Dover System), File Na W.P-C-6840, Dec 16, 1992 at 6. 
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communications polic^.^^Althou^ it is unclear how competitive the local telephone 
and video markets will become in the future, S. 1086 appropriately prevents either 
local telei^ne companies or cable companies fiT>m collaborating to cut off competi- 
tion before it has a chance to get staiteo. 

Given the Bell telef^ne companies' histoiy of anticon^)etitive practices,!' S. 1066 
does not do enou^ to maintain or enhance competition m the information or video 
services that the legislation would aUow local j^one companies to (Mffer. S. 1066*8 
competitive safeguards have no meat on their bones. CFA therefore supports raare 
detailed and throu^ separate subsidiaiy, auditing and privacy requirements for aD 
information and video services offered by the Bell companies. Bj^ augmenting S. 
1066 with the safeguards from §201 of S. 2112 and similar legislative proposals 
under consideration in the House of Representatives,^* Congress can maintain and 
expand competitive maiket forces in all aspects of telecommunications as the Bells 
move into new markets. 

CONCLUSION 

While CFA concurs with the goals of S.1086, we cannot support this legislation 
unless it is amended with a specific comprehensive definition or universal telei^one 
service, cost allocation rules that preserve the declining-price tradition of local 
phone service, and more specific competitive safeguards, unless opening the tele- 
communications market to more oomoetition, including local phone company provi- 
sion of cable television service, involves continued real-price reductions for local 
phone service along with broader choices of information acre services, consumers 
may have more to lose than gain from a restructuring of me telephone industiy. 
3y augmenting S. 1086's broad poli^ tlirectives with a precise definition of univer- 
sal service ana S. 2112*8 more specific cost allocation ana competitive safeguard pro- 
visions, Congress can usher in a new era of falling prices and maximum oompotition 
in aU communications markets. 



Letter From Gary W. McBee, Vice Chairbian, Board of Directors, United 
States telephone Association 

July 28, 1993. 
The Honorable DANIEL K. INOUYE, 
U.S. Senate, 
Washington, DC 20510 

Dear Chairman Inouye: Thank you for the opportunity to testify on S. 1086. I 
hope that the testimony will be helpful in your delioerations on the bill. 

1 would like to clarify two issues we discussed during the hearing. It is my under- 
standing that the hearing record will remain open until July 28tn and thiat these 
additional comments will oe part of the hearing record. 

I. USTA POSITION ON RBOC INTER-LATA RELIEF 

Discussions are ongoing at USTA on the issue of supporting inter-LATA relief for 
the regional Bell operating companies. While no consensus has yet been readied on 
full inter-LATA relief, the membership of USTA does support the specific inter- 
LATA relief provisions contained in S. 1086. 

n. RECOVERY OF COSTS AND THE EFFECT OF COMPETITION ON UNIVERSAL SERVICE 

There also appeared to be confusion over the recovery of a telej^one company's 
costs in providinff residential and rural telephone service. 

To assist the Committee in understanding the significant level of contribution to 
universal service that is provided by revenues generated by other local exchange 
carrier services, I have attached a series of stumes that were released recently bv 
USTA. Ameng these materials are the Strategic Policy Research and BellCore stud- 
ies I referenced in my testimony. 



11 Preventing the combination of telephone and cable noonopolies in any market is particulaity 
significant given the recent Federal District Court decision that the cable-telephone company 
cro88-ownerehip restriction is unconstitutional. CStP Telephone Co. of Va. v. U.S,, Cir. No. 92- 
1751- A, E. Dist Va., Au^ 24, 1993. While we believe this ruling will be overturned on appeal, 
it opens the door to multimedia monopoHes in the interim. 

u See Dr. Marie N. Cooper, Divestiture Plus Ei^t. CFA, Dec., 1992. 

UH.R 3516 (102nd Congress, Ist Session), H.K. S096 (102nd Congress, 2nd Session) and Rep. 
Maricey's Discussion Drafts, Aug. 1, 1991, et al. 
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Tliese studies illustrate that basic local exchange service is priced below actual 
cost and is hig^y subsidized. The level of subsidy diCfers among various regulatoiy 
jurisdictions. 

While each of these studies is instructive, the conclusions of the Strategic Policy 
Research [SPR] study are particularlv compelling. 

The SPR studv explains that regulatoiy policy has promoted universal service by 
maintaining artificial^ low rates for rural areas ana for residential customers. In 
a competitive marketplace, however, prices for services will move towards cost. The 
study states such changes could have a "seismic intensity* on the price of local tele- 
phone service in that as mudi as $21.8 billion of internal subsidy generated by ac- 
cess diarges and intra-LATA toll would be jeooardized. 

Rather than view this issue in a theoretical or national model, the tekf^ne in- 
dustiy would offer the island of Hawaii as an example of the gap between what a 
local telco diarges for local residential services and the cost of providing that serv- 
ice. In a recent Tiling with the Hawaiian Commission, the Hawaiian Telephone Com- 
eany estimated the Long run incremental costs of providing an indivioual line to 
e $60.37 per month. The rate the Hawaiian Teleohone Company is permitted 
under tariff to charge a residential customer for that $60.37 a month line is $12.25. 

The subsidies to nind this |[ap have been maintained by policy makera in order 
to ensure that telephone service is universally available at reasonable rates. The 
emergence of new providers of local service threatens the viability of this subsidy 
svstem. If policy makers are going to encourage open competition in the local ex- 
dnange market, thev must first confront this matter. If policy makera decide that 
subsi<tization is stiU good public policy, then aU firms that provide telecommuni- 
cations services or connect with the public netwoik must share the burden. 

S. 1086 promotes local competition, but in USTA's view, fails to adequately pro- 
tect universal service. 

Gary W. McBbb, 
Vice Chairman, Board of Directors. 

[The material refeired to above may be found in the committee files.] 



Letter From John F. Sturm, Senior Vice President, Government, Legal and 
PUBUC PoucY, Newspaper Association of America 

July 28, 1993. 
The Honorable Daniel K. Inouye, 
U.S. Senate, 
Washington, DC 20510 

Dear Chairman Inouye: On behalf of the News^pcr Association of America 
(NAA) I would like to thaidL you once again for considerinff our views on S. 1086, 
the Telecommunications Infirastructure Act of 1993, as set forth in the testimony of 
Uzal H. Martz, Jr., President and Publisher of the Pottsville (PA) Republican and 
a member of the NAA Beard of Governors. 

As noted at the hearing, NAA strongly encourages the development of local loop 
competition but also recognizes the dangers that will be inherent in the RBOCs' 
telephone exchange monopolies until competition becomes a reality. In particular, 
NAA believes that if the RBOCs are to engage in electronicpubliBhing, much 
stronger safeguards are needed than those now in effect under FCC and state regu- 
lation. In broad outline, we support the firamewoik for safeguards spelled out in S. 
1086. As indicated in our July 14 testimony, we are eager to worx with you and 
your staff to develop the concepts outlined in S. 1086 into comprehensive vet work- 
able safeguards that will permit electronic publishing to continue to flourish. 

In that spirit, we have a number of su^stions where we believe the provisions 
of S. 1086 can be made more effective, especially by including more detail and speci- 
ficity, as was done in S. 2112 in the last Congress. 

Entry test, NAA believes that the goal of encouraging development of a competi- 
tive electronic publishing industry is not well served b^broadJRBOC participation 
when market conditions are still susceptible to abuse. Thus, we wouldTunn you to 
include an entiy test, such as that contained in section 201 of S. 2112. We would 
welcome an opportunity to work with you and your staff to refine the S. 2112 entry 
test to more precisely matdi entry with the devetopment of con^Mtitton in various 
submarkets, so that the RBOCs will be neither handicapped nor advantaged. 
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Sec. 233(bXl)^ Separate subsidiary. S. 1086 reouires the Bell Telef^one Compa- 
nies and their aflihates to provide electronic puDliahin^ only throu^ a separate 
subsidiary. We support this safeguard as an essential unprovement over current 
FCC policy. However, and particulariy in light of the VCCs reluctance to require 
separation,^ we urge you to spell out in some detail the oiiganizational and business 
areas that must be separated. In particular, and as was provided in S. 2112, the 
separate subsidiary should have separate directors, officers, and employees, sepa- 
rate property, and financing, especially of debt. In addition the subsidiaiy should 
have a separate corporate identity, such as trademarks and servicemarks. 

Sec. 233(bX2). Transaction requirements. The bill prohibits transactions between 
the telephone operating companies or their affiliates and the separate subsidiaiy 
from being basea on discrimination or preference arisingout of their affiliation. Tliis 
re^i:iement will be difficult to administer and enforce, we stronriy sugsest that an 
objective requirement be added that all sudi transactions be at armslength" and 
financially sound, so that the telej^one companies must deal with their suDsidiaiy 
in the same manner as unaffiliated parties deal with one another. Also, in cxrder 
that any violations of the requirements may be discovered and remedied, we uroe 
you to include the requirements from S. 2112 that transactions be pursuant to pub- 
liclv available contracts or tariffs and be fully auditable. 

Sec. 233(hX3). Separate operation and property. In addition to the restrictiDn 
against joint ventures and partnerships, as inoicated above, there should be require- 
ments for separate employees, financial structure and property. 

Sec. 233(hX4). Separate commercial activities. We strongly support the bill's provi- 
sion requiring separate mariceting and sales. To predude inoirect cross-submdies, 
other activities should also be separate, namely, acoountins, hiring and training of 
personnel, purohasing, installation, and maintenance, ana research and develop- 
ment. Several of these items were included in S. 2112. 

Sec. 233(bX5). Books, records and accounts. The requirement for separate books, 
records, and accounts is essential, but it should be supplemented by puolic reporting 
requirements to act as a further check on abuses and to provide an adoitional 
means of detecting violations, e.q., unconsolidated financial statements and SEC- 
type reports (both of which were required by S. 2112). 

Sec. 233(bX6). Provision of services and information. The requirement that serv- 
ices or information that a Bell Telephone Company provides to its subsidiaiy also 
be provided on the same terms and conditions to other publishers should not be 
evaded by indirect transactions through other affiliates via the parent holding com- 
pany (RBOC). 

Sec. 233(c). Prevention of cross subsidies. The bill requires a cost allocation system 
that is intended to prevent cross subsidies, but gives the FCC complete disoretion 
to implement it. As was provided in S. 2112, the legislation should spell out how 
transactions between the operating company and its subsidiaiy vdU oe valued to 
prevent cross subsidies. 

Enforcement. Due to the size and complexity of the RBOCs, it may be difficult or 
impossible to detect violations of the safeguards quickly. Therefore, as was provided 
in S. 2112, annual compliance audits should be required. In addition, because com- 



1 References are to sections of the Communications Act as it would be amended by S. 1086. 

3 The FCCs Computer I decision required "maximum separation" between a tdephone compa- 
ny's regulated services and data processing services. Regulatoiy and Poli^ Problem Presented 
by the Interdependence of Computer and Conununications Services and Facilities, 28 FCC 2d 
291(1970) (TenUtive Decision), 28 FCC 2d 267 (1971) (Final Decision), affd in part and rcvd 
in part, GTE Service Corp. v. FCC, 474 F.2d 724 (2d Cir. 1973X In Computer II, the FCC refined 
its policy to require separation between basic communications services and "enhanced services,** 
which correspond to information services and indude electronic publishing. Amendment of Sec- 
tion 64.702 of the Conunission's Rules, 77 FCC 2d 384 (Final Decision), recon., 84 FCC 2d 60 
(1980), further recon., 88 FCC 2d 512 (1981) (Further Reconsideration), afiPd, CompuUr A Com- 
munications Industry Ass'h. v. FCC, 693 F.2d 198 (D.C. Cir. 1982), cert denied, 461 U.S. 938 
(1983). 

The FCC reversed its long-standing pohcy requiring separate subsidiaries in Computer 111. 
Amendment of Sections 64.702 of the Commission's Rules and Regulations (Third Computer In- 
quiiy) (CC Docket No. 85-229), Phase 1, Report and Order, 104 FCC 2d 958 (1986), recon^ 2 
FCC Red 3035 (1987), further recon., 3 FCC Red 1135 (1988), second further recon., 4 FCC Red 
5927 (1989), Phase 11 Report and Older, 2 FCC Red 3072 (1987), recon., 3 FCC Red 1160 (1988), 
Airther recon., 4 FCC Red 5927 (1989). This decision was vacated by the court of appeals due 
to the FCCs faulty decision to remove structural separations. California v. FCC, 905 F.2d 1217 
(9th Cir. 1990). 

On remand from the court of appeals, the FCC reaffirmed its decision to eliminate structural 
separations. Computer III Remand Proceedings: Bell Operating Company Safeguards and Tier 
1 Local Exchange Company Safeguaids (CC Docket No, 90^23), 6 FCC Red 7671 (1991X NAA 
and other have appealed this decision. California v. FCC, Na 92-70063 (9th Cir.). 
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petitora may be iiyured by violations, the bill should provide for a private ri^t of 
action that would include injunctive relief and damages, again as was done in S. 
2112. 

Once again, we look forward to meetinff with you and your able staff on this issue. 
If you have any questions, please direct mem to the undersigned. 

John F. Sturm. 



Letter From Tonda F. Rush, President and CEO, National Newspaper 

assocution 

July 28, 1993. 
Honorable Daniel K. Inouyb, 
U.S. Senate, 
Waehington, DC 20510 

Dear Mr. Chairman: On behalf of the National Newspaper Association, I am 
writing to ask you to include the text of the Bums amendment for local information 
providers as an addendum to the record of the July 14 hearing on S. 1086. We 
would appreciate your including this letter and the attadied amendment language 
in tiie hearing record. 

As our witness, Mr. Dalton Wright, testified at the hearing, the language em- 
bodied in the Bums amendment is of paramount importance to small, community 
newspapers because of its ^arantoes of access and equal rates for local information 
providers. We feel that it is essential that the members of the subcommittee have 
the language of the Bums amendment available to them in the record so that they 
can consider the importance of including statutory protection for local information 
providers in lesislation designed to creato national telecommunications polii^. 

Thank vou for the courtesy extended to the National Newspaper Association at 
the July 14 hearing and throu^out the legislative preoess. 
Sincerely, 

TONDA F. RusiL 
President and CEO. 



proposed changes TO S. 1086, TELECOMMUNICATIONS INFRASTRUCTURE ACT OF 19113 

On page 6. line 15. insert the following: 

"(26) local imormation serrices are essential to maintaining local commu- 
nities." 

On page 9, line 12, insert the following: 

"(oo) 'Local provider' means any publisher or broadcaster of an electronic 
service generated within and intended primarily for distribution within a local 
government jurisdiction." 

On page 11, line 11, insert the following: 

"(6) nondiscriminatoiy access to anv of the carrier's telecommunications fa- 
cilities and information necessaiy to the transmission and routing of any tele- 
communications service or information service and the inoperabiliW of boUi car- 
riers' networics; and guaranteed nondiscriminatoiy access to local information 
providers in anv situation where the facilities or services are limited by physical 
or technolo^cal barriers." 

On page 14, hne 17, after "providing such services," insert the following: 
"jprovided that a local information provider may be required to pav a non- 
(uacriminatoTy rate no hi^er than any rate offered to any other mformation 
provider in the market." 



Prepared Statement of the Pubuc Service Ck>MMissiON of the District of 

Ck>LUBIBIA 
INTRODUCTION 

The Public Service Commission of the District of Cohimbia (D.C. PSC) hereby sub- 
mite these commente on S. 1086, the Universal Service and Telecommunications In- 
frastructure Development Act of 1993. 

The D.C. PSC is concerned that S. 1086 would significantly reduce state commis- 
sion jurisdiction over telecommunications. The D.C. PSC submite that state commis- 
sions pla^ an importent role in supporting universal service. In the D.C. PSCs view, 
the provision of Section 229(dX2) umich provides that states ''shidl ensure the pres- 
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ervation and advancement of nnivenal aervioe," rings hollow if staftes art not l 
mitted to take action to prednde impacts on load cnstomen. In paiticalary the D.C. 
PSC is concerned that states are precluded from detennining whether entry of com- 
petitive providers should be pennitted, under what conditions tetocommunicationi 
carriers should have pricing flesdbility, what advanced ser v ices should be provided 
to subscribers, and at what rates, terms and conditions infiirmation services should 
be offered. Tlie D.C. PSC also submits that where separate subsidiaries are reqnired 
for Bell Telephone Companjr information services, states diould have the ability to 
audit the books of the subsidiaiy in order to preclude cross-subsidization. If toese 
changes are not made, there is httle that the D.C. PSC can de to protect universal 
service or prevent cross subsidization. The District of Columbia has had a signifi- 
cant decrease in the telephone penetration rate since 1964, resulting in a redncttoa 
in universal service, and since there is no long-distance service in the District of Cb- 
lumbia, the D.C. PSC cannot set longdistance rates to cover costs of low-income 
subscribers to basic eidiange service, xherefore, the D.C. PSC contends that state 
commissions should be able to determine (1) whether entry of new conmetitars and 
provision of new services will increase costs whidi will remit in reduciion of tele- 
phone usage by low income residents, (2) whether a local market is or is not so com- 
petitive as to warrant fleidble pricing, and (3) whether Bell Telephone Company pro- 
vision of information services will result in cross-subsidization. The D.C. PsC there- 
fore proposes amendments to the bill as set forth below. 

In addition, the D.C. PSC points out that the proposed amendment Sec. 613(b) 
would require tarifis to be filed with states whose laws do not provide fi>r the filing 
of tarifis for video programmiiy. Instead, the legislation shoula contain a pravisioa 
recjuiring the convening of a Joint Boaitl to separate the costs of video program- 
ming, as is contained in H.R. 1504. 

PROPOSBD CHANGBS 

Sec. 229(a) Remouid of Barriers To Entry 

The D.C. PSC uraes that this section be eliminated, since it precludes state com- 
missions from considering the impact that new entry would have on universal serv- 
ice. At the veiy least, it should provide that state commissions may on^ prtdiibit 
entry upon a showing that new entry would preclude the preservation ana advance- 
ment of universal service. 

See. 229(bX2) Pricmg FUxtbilify 

This section should be amended to add the words "or state commissions'' after the 
words "the Commission" in line three. As prese^lv set finrth, the language permits 
only the Federal Communications Commission (FCC) and not state commissions to 
determine whether services are conopetitive and warrant flexible priring. Competi- 
tion for local exdiange service is likely to be different in different localities, and 
state commissions should be permitted to determine its existence based on their fa- 
miliarity with local conditions. 

S77. 230(B) Full EffectuaUon 

This section permits the FCC to determine what hi^ quality services are re- 
quired and to preenqit any state action precluding the omring of sudi services. Citi- 
zens in particular localities should not be required to pqr for advanced services 
whidi they do not need and state commissions should have a role in determining 
what services will be available. In that connection. Section 230(c), State Ri^{ulatoiy 
InoentivesMs a better way of adiieving advanced services than FCC preemption. 
The D.C. PSC hereby urges the elimination of Section 230(c) 

See. 613(bX2)(B) RestrieUane on OumerMp and Control of Cable Tdeoiman Systems 
by Telephone Companies 
The D.C. PSC opposes Section 613(bX2XB). This section recniires that video pro- 
gramming by common carriers shall be preceded by a tariff nling whidi has been 
approved oy the state in which the common carrier provides service. The District 
of Columbia has no law which requires the filing of tariffs for video programming 
service, and therefore this provision would require State action which & not consist- 
ent with SUte law. Instead, the D.C. PSC urges that the bill adopt the provision 
in H.R. 1504 which contains a requirement that a Joint Board be convmaed to det«^ 
mine the jurisdictional separation of video prooramming. Such a requirement would 
enable state commissions toprevent cross suosidization of video programming by 
telephone exchange service. The language is set fortii below: 

Joint Boarn— The Omimission shall, within 30 days after the date of the en- 
actment of this part, convene a Federal-State Joint Board under the provisions 
of section 410(cj for the purpose of establishing the practices, ciassifkationa. 
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and rmilations as may be necessaiy to ensure proper jurisdictional separation 
and allocations of the costs of providing video programming. 

Sec. 233(B) Separate Subsidiary 

Ttds section is unclear, since it applies only to electronic publishing ser^oe, while 
section 233(c), which states that it relies in part on 'Hie subsidiarv reouirements 
of subsection (b)," relates to all information services. Further, the D.C. PSC urges 
that the following language be added: 

(7) States may determine the amount of electronic publishing revenues that 
will be used to contribute to universal serrioe. 

As stated above, states have a limited amount of revenue to support universal 
service, and should be permitted to direct the Bell Telephone Companies to use all 
or part of their electronic publishing revenues to make a contribution, as required 
by Section 2(10). 

Sec. 233(c) Prevention of Cross Subsidies 

While this section prohibits subsidies from exchange and exchange access service 
to Bell Telephone Company information services, it does not provide an enforcement 
mechanism, other than the provision in Section 230(bX5) for the FCC to prescribe 
accounting rules for electronic publishing services. The D.C. PSC submits that 
states, which regulate exchange and exchange access services, can prevent cross 
subsidies if they are given the tools to do so. Accordingly, at the end of Section 
230(c), the following sentence should be inserted: 

States may audit the books of any such affiliate to determine whether its 

services have been subsidized by revenues from telephone exchange service or 

telephone exchange access service. 

Sec. 13 Jurisdiction 

Tills section should be eliminated because it preempts state regulation of informa- 
tion services. The D.C. PSC submits that states should be able to regulate informa- 
tion services, and may need to do so to preclude cross subsidization of these services 
by exdiange and exchange access services. 



Prepared Statement of James E. Levin, Vice President, (government Affairs, 
Sprint Ck>MMUNicATioNs Ck>. 

Pursuant to discussions with the Subcommittee staff, on behalf of Sprint Commu- 
nications Co. ClSprinfOf I hereby submit our views on S. 1086 for the hearing record. 
Sprint is supportive of the need for legislation in this area and of this bill in particu- 
lar. We would, however, suggest a number of changes to several sections of the bill, 
which we believe are neeoed to foster a healthy, dynamic and competitive tele- 
communications maiketpdace in the future. If these changes or similar modifications 
to S. 1086 are made. Sprint can enthusiastically support the legislation. Our sugges- 
tions are outlined as follows: 

I. DEFINITIONS (SECTION 4 OF THE BILL) 

We believe that the definition of "telecommunications service* should be expanded 
to include entities that provide access or access-like services but don't direct^ inter- 
connect with a LEC. Su^sted language is as follows: 

(ii) Teleoommumcations service means the offering of— 

(1) telecommunications facilities that (A) are owned or controlled by a 
provider of telephone exchange service or (B) interconnect with the networiL 
of a provider of telephone exchange service, or (C) interconnect with other 
facilities that interconnect with the network of a provider of telephone ex- 
change service and provide access serrices (or the functional equivalent 
thereoO, as defined by the Commission; or 

n. TELECOMMUNICATIONS OOMPETmON (SECTION 6 OF THE BILL) 

Section 229(c) should be modified to permit economic considerations when con- 
templating interconnection to local telephone netwoiks. Suggested language is as 
follows: 

(1) interconnection to the carrier's telecommunications facilities at any tedi- 
nicidly and economically feasible point within the carrier's networic* 

(3) nondiscriminatory access where technically and economically feasible to 
poles, ducts, conduits, and ri^ts of way owned or controlled by the carrier; 
Section 229(d) should authorize the FC(3 to determine the impact of comp^tion 
on universal service. Suggested language is as follows: 
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(2) The Commliiiriffn diall, within ninety (90) days after enactment of this 
Act» institute a notioe of p ro p osed rulemaking that convenes, under Section 410. 
a Joint Board to determme the impact of oonmetition on universal service ana 
to develop rules to preserve and advance universal service. Notwitiistanding 
any other provision of this Act» sudi Joint Board shall com|dete its pwKuwding 
and issue Hs report within eijAiteen (18) months of its creation and the Commis- 
sion shall complete its rulemaking within twelve (12) months after receipt of the 
Joint Board's report. 

(3) In administering this subsection, the Joint Board and Commission shall 
ensure that universal service fonding methods provide support for: (A) individf 
uals that cannot afford the cost of Qieir telecommtunieations service or eqnh>- 
ment, and (B) local exchange carriers the (Commission determines serve him- 
cost areas. In determininff which carriers serve hi^-cost areas, the ComnussKm 
shall consider, among otner relevant facts, eadi load egrfiange carriei's local 
loop costs compared to the national average local loop costs. 

Section 229(h) should definitive^ authorize local pricing fleidbility. Suggested lan- 
guage is as follows: 

(2) The Comnussion and the States shall permit telecommunications cairien 
to have the ability to price flexibly, but not discriminatorily, for services the 
(Commission finds are con^titive. In recognition of the increasing competition 
in the provision of local exchange services, the Commission shall institute a 
rulemaking to determine the appropriate form and level of future regulation, if 
any, of local exchange carriers and local exrfiange service competitors. 

in. INFRASTRUCTURB INVBSTBfBNT (SBGTION 6 OFTHB RILU 

Section 230(a) should en^asize economic considerations in the deployment of 
technology. Suggested language is as follows: 

(a) Tlie Commission and state regulatoiy authorities shall ensure, and the 
(Commission shall promulgated regulations mat ensure telecommunications car- 
riers provide consumers in rural markets and noncompetitive maricets witii sc- 
cess to hiA quality, technological^ advanced and economically sustainable net- 
woric facilities and capabilities which — 
Section 230(c) should authorize the FCC to devetop regulatory incentives to pro- 
mote infirastructure development. Suggested language is as ibUows: 

(c) Regulatory lNCBNTiyBS.---The Commienon and the SUtes are encour- 
aged to implement incentives, including incentives providinff for accelerated 
capital reoeveiy, to promote the development of hi^ quahty telecommuni- 
cations networic facilities and capabilities. If regulatory incentives fail to result 
in the deployment of hi^ quality telecommunications network fadUties and ca- 
pabilities in rural maikets and noncompetitive markets, the States may adopt 
other methods to ensure that the goal ofsubsection (a) is adiieved. 
Section 230(d) should be changed to authorize local teloos to share networic facili- 
ties. Sunested language is as foUows: 

(a) Infrastructure sharing. — ^To the extent it finds it reasonable, necessary 
to achieve the goal of subsection (a), and otherwise in the public internt, the 
Commission may promulgate regulations authorizing loosl exchange csrriers to 
share or jointly provide, on terms the (Commission finds to be reasonable, net- 
work facilities and capabilities in rural and noncompetitive markets. 

IV. IMPLEMENTING REGULATIONS (SECTION 7 OP THE RILU 

This provision should be revised to accommodate FCC and Joint Board rule-mak- 
ing activities. Suggested language is as follows: 

(a) Except as provided in Section 2^dX2), the (Commission shall issue regu- 
lations to implement this Act within 12 months after the date of enactment of 
this Act. Such regulations shall take effect within 6 months after their issuance, 
except that the Comnussion may extend such effective date for up to 24 addi- 
tional months for anv small carrier providing telephone exchange service in 
rural areas, upon a showinff by the carrier that compliance woula not be tedi- 
nically or economically feasiole without additional time. 

V. CABLE TELEVISION SYSTEMS (SECTION 8 OP THE BILL) 

Section 613(bXlXB) should be revised to permit ioint ventures between telephone 
and cable TV companies, but only to the extent tnat th^ do not amount to a cir- 
cumvention of the ownership restriction. Suggested language is as follows: 

enter into a joint venture or partnership with such cable system if the purpose, 
result or effect of sudi joint venture or partnership is to enable either ptaiy to 
avoid the ownership restriction contained in subsedion (bXlXA). 
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Section 613(bXlXA) diould be amended to apply the cable TV ownership restric- 
tion in areas with greater than 10,000 population. Suggested language is as follows: 
Eicept as to proposed service areas containing any incorporated or unincor- 
porated place of 10,000 inhabitants or more, or any part thereof, no carrier 
shall: 
Section 613(bX2XB) should be deleted to allow local telei^ne companies to pro- 
vide programming services to subscribers in the same way as cable TV companies 
are now able to provide such services. 

VI. INTBREXCHANGE SERVICES (SECTION 9 OF THE BILU 

Section 231 should codify the AT&T Consent Decree's restriction against the pro- 
vision of interLATA services by the Bell Companies, if exceptions to that restriction 
are to be permitted. Suggested language is as follows: 

(i) except as provided in these sections, no Bell Telephone Company or affili- 
ate thereof shall directly or indirectly provide any interexchange telecommuni- 
cations or interexchange information service. 

(ii) No earlier than 10 years after the enactment of this section, a Bell Tele- 
phone Company or its amliate may apply to the Commission for authorization 
to provide interexchange telecommunications or interexchange information serv- 
ices. 

(iii) The Commission shall grant authorization to a Bell Telephone Company 
or its afi&liate that has applied under subsection (b) only to the extent that such 
company proves that there is no substantial possibility that such company could 
use monopoly power to impede competition in any relevant market for the activ- 
ity to which the application relates. 

(iv) Tlie determination by the Commission regarding an application made 
under subsection (c) shall be final unless, within 60 days after such determina- 
tion, any person injured by the determination commences a dvil action against 
the Commission in any district court of the United States for a de novo deter- 
mination regarding the application. 

(v) The court shall enter a judgment granting the authorization for which the 

Bell Telephone Company or its affiliate applied to the Commission only to the 

extent that such company proves that there is no substantial possibility that 

such company could use monopoly power to impede competition in any relevant 

market for the activity to whidi the application relates. 

Section 231(bX2) should be revised to clarify that the Bell Companies are beinff 

authorized to provide interLATA cable service only to the extent that the MFJ 

Court has already authorized them to do so. Suggested language is as follows: 

may use inter-LATA distribution facilities only insofar as the federal District 
Court in D.C. has granted waivers of the inter-LATA restriction contained in 
the Modified Final Judgment in the case of the United States v. Western Electric 
Co. and AT&T (Civil Action No. 82-0192), as of the date of enactment of this 
Act. 

Vn. CELLULAR MOBILE RADIO SERVICES (SECTION 10 OF THE BILL) 

Section 232(b) should be deleted or revised. Considering that the FCC is already 
deliberating whether to mandate conversion to cellular equal access by all carriers. 
Congressional action at this time is probably not needed. But, if Congress is to act, 
cellular equal access (where not required by Consent Decree) should be contingent 
upon market demand, and the FCC should be authorized to reconsider the need for 
equal access for emerging wireless technologies as they develop and are imple- 
mented. Sumested language is as follows: 

(1) Vfhen adopting rules for equal access to wireless services, the Commission 
shall consider differences in market demand in different areas, costs of conver- 
sion and other economic and technical factors, and may provide that cellular or 
other wireless carriers in those areas are required to convert to equal access 
technology within a certain period of time only aft;er bona fide requests for the 
service are received from a material percentage of customers. 

(2) The Commission shall also evaluate the need to impose equal access re- 
quirements on new forms of wireless communications as they may be authorized 
to provide commercial service, and may exempt such new services from equal 
access requirements if it can be shown that they are competitive and do not pro- 
vide the carrier with a means to impede competition in the relevant maiket. 



Digitized by 



Google 



256 

Vin. CUSTOMER PROPRIETABY NKTWOSK INFOBlfATION (SBCTION IS OP THE BILL) 

Section 234(b) should be modified to clarify that a castomei's opportunity to limit 
disclosure of subscriber lists does not apply to the routine pubHoftion of telephone 
directories. Suggested language is as follows: 

Nothwithstanding subsection (a), a lEC shall provide subscriber list infonna- 
tion under nondiscriminatoiy, and reasonable rates, terms and conditions to 
any person upon reasonable request. A LEC may pubUah directoiy listings, but 
if it proposes to use subscriber list information for any other commercial pur^ 
pose the I£C lAiall provide each of its subscribers with the opportunity to pro- 
hibit or limit disclosure of his or her subscriber list information. 



Letter From Steven J. Metautz, Vice President and General Counsel, 
Information Industry Association 

July 26, 1993. 
The Honorable DANIEL K. INOUYE, 
U.S, Senate, 
Washington, DC 20510 

Dear Mr. Chairman: On bdialf of the Information Industrv Association (IIA), 
thank you once again for your invitation to testify before the subcommittee on Ju^ 
14 on S. 1086, the Telecommunications Infrastructure Act of 1993. 1 am pleased to 
supplement IIA's testimony with the following infonnation. 

Our testimony on S. 1066 focused on four critical issues: (1) the scope and implica- 
tion of the definitions contained in S. 1086; (2) the appropriateness of strong anti- 
trust protections; (3) the need for strong direction to ensure cost-based pricing of 
basic services offered by local exchange carriers and avoidance of enhanced service 
provider access charges; and (4) the importance of a dear and unequivocal state- 
ment of Federal preemption of any State utility and entiy/exit regulation of en- 
hanced services. 

On July 23, IIA and other groups submitted to the subcommittee staff specific 
suggested amendments to S. 1086. These address most of the issues highlighted in 
our testimony. We believe these suggestions will clarify and strengthen the bill, and 
we urge you to give them serious consideration. 

Tlie suggested amendments retain the tenninology of "telecommunications* and 
'information service" which were employed in S. 1086 as introduced. However, the 
amendments would revise the definitions of these terms to track more closely the 
existing distinction between 'l>asic* and ''enhanced* services. As IIA noted in its tes- 
timony, this distinction, which the FCC has employed for several years, has woriced 
well. Incorporating its basic thrust into S. 1086 will provide the greatest benefit to 
users and providers alike. 

Our testimony of July 14 stressed the importance of more spedfic safeguards to 
assure market fairness and prevent discrimination, cross-subsidization, or other 
anticompetitive bdiavior. Tlie suggested language changes submitted to the staff 
recommend suitable steps to prevent such u>uses, including more detailed struc- 
tural separation and open networic architecture requirements. Such dear prescrip- 
tions, coupled with fair enforcement, will improve the industiy for all consumers 
and providers. 

IIA's testimony also noted the importance of customer proprietaiy networiL infor- 
mation (CPNI). The suggested language addresses both the competitive and privaqr 
concerns inherent in tins complex issue. It will offer broad pnvaqr protections to 
consumers and ensure the commercial viability of CPNI to misiness users. At the 
same time, it provides the Commission with needed flexibility to determine how best 
to balance the interests of privacy and fr-ee flow of information, by authorizing it 
to adopt an "opt-out* approach to the dissemination of appropriate elements of 
CPNI. 

Finally, as noted by many of the witnesses at the subcommittee hearing, we sup- 
port all that this bill can do to set the stage for improved and widespread avulabu- 
ity of digital transmission fadlities for all Americans. The adoption of standards to 
ensure the integrity and quality of the netwoik, as proposed by the suggested 
amendments, are a key element of the effort to m^ke the maximum benefits of ad- 
vanced telecommunications infrastructure available to rural, inner dty, and aU 
other markets. 
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IIA commendB the leaderahip that you and Senator Danforth have ahown on these 
critical issues. We look forward to working with you as this measure moves forwuxL 
Sincerely yours, 

Steven J. Metalitz, 
Vice President and General Counsel, 



Letter From Gerald J. Kovach, Senior Vice President, External Affairs, MCI 

ck>mmunications corp. 

September 17, 1993. 
The Honorable Daniel K. Inouye, 
U.S. Senate, 
Washington DC 20510 

Dear Mr. Chairman: On July 14, 1993, Mr. James G. Cullen, President of Bell 
Atlantic, testified before your Subcommittee's hearing on S. 1086, the Telecommuni- 
cations Infrastructure Act of 1993. Certain representations were offered as part and 
parcel of a concerted effort by the Bell Operating Companies (BOCs) to secure legis- 
lative relief from the line of business restrictions contained in the Modification of 
Final Judgment (MFJ). Mr. Cullen and others would have the Subcommittee and 
the public Delieve that the local telephone markets are subject to competition, while 
the long distance business is not. Neither of these allegations is true. 

Among the assertions made by Mr. Cullen was that interexchange carriers (DCCs) 
do not pass throu^ to consumers the benefits of access charge reductions they re- 
ceive from local exdiange carriers (LECs). To support his allegation, Mr. Cullen 
pointed to a single switched access charge filinff made by LECs in April 1993. While 
that one filing aid in fact result in a decrease m access charges, it does not support 
his conclusion. Mr. Cullen did not reveal several switched access chaige increases 
made in the last year that offset that one reduction. Indeed, interstate access 
charges to the interexchange industiy went up in the relevant period. Thus, the im- 
plication that DCCs had increased rates while their costs had actually decUned is 
untrue. 

Since divestiture, competition has dramatically reduced the price of long distance 
service providing positive consumer benefits. In the last seven years, the largest 
DCCs as a group nave decreased prices sisnificantly more than LECs have decreased 
access charges. Between 1985-1992, MCI estimates that overall domestic switched 
long distance rates for the throe largest DCCs decreased by 43 percent more than 
reductions in related access charges. In nominal terms, long distance rates fell by 
nearl>[ 19 cents per minute, while the LECs access charges only dropped by 13 cento 
per minute. After adjusting for inflation, interexchange rates fell by 53 percent more 
than comparable access expenses. Clearly competition in the long distance market 
has driven actual rates down faster than access, and suggestions to tJie oontraiy are 
false. 

Erroneous information regarding the long distance industiy should not distract 
the Subcommittee from focusing on the cuirent monopoly that the LECs, including 
the Regional Bell Operating Companies (RBOCs), maintain in the access mariset. Or 
the access charges paid by MCI in the last year, an overwhelming migority, 99.4 
percent, went to LECs. An infinitesimal peroentoge, .06 percent, went to their com- 
petitors. This fact alone places the tale of vibrant local access competition in the 
proper li^t. 

Not only are the RBOCs monopolisto in their serving areas, but they have earned 
substantial sums from their interstate access business. In 1992, they achieved net 
income of over $3 billion from interstote access, with a return on investment of 
nearly 12.5 percent. This latter figure is a full 125 basis pointo greater than the 
interstote authorized rate of return which the FCC has determined is fair. Despite 
RBOC claims of being faced with competition, the facto are: they control over 99 per- 
cent of the access market; they price access veiy near the allowable maximum rates 
as detormined by price caps: and they continue to earn excessive rates of return. 

In addition to producing dramatic pricing declines, competition in the long dis- 
tance maricetplaoe has also been responsible for numerous service enhancemento 
and new service offerings. Residential customers have access to new services, such 
as personal 800 service, and discount plans, such as MCFs Friends and Family plan. 
Business customers have been afforoed specialized billii^ arrangemento. network 
reconfiguration, and virtual private networics to satisfy increasingly soptiisticated 
telecommunications needs. 

The public has been well served by the establishment and maturing of competi- 
tion in the long distance maiketplace. To promote the public interest, it is of utmost 
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importanoe that policymaken introdiioe con^Mtition into the local ezcfaange maxket- 
plaoe. MCI looks forward to working with you in theae endeaven. 
Sincerely, 

GBRALD JiCOVACH. 



Letter From Jaicbs G. Cullxn, Prbstobnt, Brll Atlantic 

Sbftbmbsr 2, 1993. 
The Honorable Danibl K. Inouye, 
IA5. Senate, 
Washington, DC 20510 

Dear Mr. Chairman: At the July 14, 1993 hearing before this subcommittee on 
S. 1086, 1 stated that the interstate long distance con^Mmies had not reduced prices 
to customers by the same amount that the local exchange con^Mmiea have lowered 
interstate access prices. In support of that claim I attadied a MerriU I^ich ana- 
lyst's report that stated: 

'In another sign of oligopolistic tendencies in the long distance (LD) business, 

AT&T has informed the TOO that it does not plan to reduce ito long distance 

prices on Julv 1 despite the fact that its largest cost, local teloo access chaorges, 

are sdieduled to fall by at least an annualiased $250M on that date." 

AT&T, throu^ Thomas Norris, its Executive Vice President, challenged that 

daim in an August 2, 1993 letter to this subcommittee. This ktter responds to the 

misstatemento contained in the AT&T letter. 

In his letter,, Mr. Noiris claims that the "access charges in recent LEO filinp 
have increased, not decreased, AT&T's access exoenses." One look at AT&Ts 
most recent quarterly report, however, confirms uiat the Merrill I^ynch report 
was accurate. AT&T's own report shows that its access costs for the most recent 
six months, when compared to the same period a year ago, have decreased by 
$298 million. Over the same period, AT&T's revenues fi!om telecommunications 
services increased by $76 million. See Attachment 1. I have also attadied an 
analysis of the most recent access tariff filings by Ihe local exrfiange companies 
(Attachment 2). That analvsis also confirms that AT&T's rates have been re- 
duced this year by $250 million. 
These access charge reductions are not an isolated occurrence. As Figure 1 shows, 
local exchange company access prices to long distance con4>anies have dropped sub- 
stantially and consistently since divestiture. Figure 2 shows that, even fmen ad- 
justed for lost maiket share and increased demand, AT&T's access expenses have 
decreased significantly since divestiture. Spedfically, AT&T's annual access diarges 
have been lowered by $10.03 billion since divestiture. Surprisinc^, however, AT&T 
has only lowered its rates by $8.37 billion over the same period. \When one considers 
that $310 million of AT&T's rate reduction represented FCC-mandated rate reduc- 
tions not related to access costs, AT&T has failed to pass on near^ $2 billion in 
access price reductions. 

In a truly competitive environment, dianses in prices would tend to reflect 
changes in costs and not allow providers to pocket a staggering $2 billion. As I testi- 
fied before this subcommittee, the Bell companies can add reid competition to the 
long distance marketplace. Competition from the Bell companies does not nec- 
essarily mean duplicating the long distance netwoiks of the other carriers. Permit- 
ting the Bell companies to resell the services of other carriers will benefit consumers 
by giving them Uie information they need to choose the lowest priced carrier on 
eveiy call instead of being studc with one carrier for all calls. 

Thank you for this opportunity to set the record strai^t and I stand ready to as- 
sist this subcommittee in any further deliberations on this matter. 
Yours truly, 

jAlfSS G. CULLBN. 

[The attachments and figures referred to may be found in the committee files.] 
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Lettbr From Thomas H. Norris, Vice Prbsidbnt, Federal Government Affairs, 

ATaT 

August 2, 1993. 
The Honorable DANIEL K. INOUYE, 
U.S. Senate, 
Washington, DC 20510 

Dear Mr. Chair&ian: Durinff recent hearings before your Subcommittee on S. 
1086, the Telecommunications Infrastructure Act of 1993, James G. Cullen, Presi- 
dent of Bell Atlantic, made several hi^y inaccurate and misleading statements 
about AT&T's pricing. This attempt to shift the Subconmiittee's attention away from 
local exchange com^ition and the monopoly that his company and t<he other Re- 
gional Bell Operating Companies (RBOCs) exgoy in local telecommunications must 
be corrected. 

Mr. Cullen confused the issues raised in S. 1086 by selecting an issue that is inor- 
dinately complex, even to those in the industry. Specifically, he testified that the 
local exchange carriers (LECs) reduced access charges to long distance carriers, or 
DCCs, by approximately $250 million and that AT&T did not reduce its long distance 
prices by a comparable amount. In fact, over the recent period reflected m AT&T's 

Erice changes, LECs increased their switched access chaiges to DCCs by $20 mil- 
on.i Mr. CuUen's statement is therefore not only a gross overstatement, it is also 
conipletelv contrary to the actual direction of LEC access pricing. 

Mr. CuUen's first mistake was to use a single access reouction to disguise multiple 
recent DCC access charge increases and then blaming long distance carriers for fail- 
ing to pass throu^ reouctions we never received. He further misled Members of the 
SuDcommittee by blaming AT&T for failing to pass throu^ 100 percent of the fic- 
tional DCC access reduction. In fact, of course, AT&T pays only about 60 percent of 
DCC access charges and could hardly be expected to account for the entire reduction 
even if therehad been one. The basic fact remains that the access charges in recent 
LEC fUinffs have increased, not decreased, AT&T's access expense. 

Mr. Cullen's testimony also included a chart from the Februarv 1993 issue of 
Business Communications Review (BCR) which he claimed showed the DCC industry 
is engaged in oligopolistic pricing. He selectivelv used a chart but failed to include 
the entire article, whidi would have disproved the precise point he sou^t to make. 

Had he done so, the Members of the Subcommittee would have seen that 'l>asic 
long distance charges* as defined by the author, are the undiscounted per minute 
rates for AT&T Megacom, MCI Prism 1 or Sprint Ultra WATS for a "typical" cus- 
tomer with 1,000 hours of daytime traffic per month and include the cost of Tl ac- 
cess 24 voice grade lines) at one end. 

The very point of the BCR article was to inform business telecommunications 
manasers that there is substantial competition for such services and that they can 
and snould negotiate discounts off these 'l>asic'' rates. The author wrote, Tariffed 
or not, today's oasic long distance service prices are just a starting point (nay empha- 
sis) in determining what your particular company m^ht pay, 'this point is con- 
stantly reiterated throughout the article with further statements such as '^ase rates 
are just the 'sticker price'; pricing plans and special deals make the difference." 

Kor are customers for the services whose base rates were charted representative 
of customers in general. But, in any case, every residential and business customer 
has a plethora of discount plans available, from AT&T's ijplan to Sprint's The Most 
to MCI's Friends and Famiiv to Tariff 12 and its clones. Customers have unique re- 
quirements, and Mr. Cullen^ implication that long distance pricing can be described 
accurately in one chart shows either a deliberate attempt to confuse or a gross mis- 
understanding of how long distance competition works. 

If Members of the Subcommittee ana other polic}r makers are distracted by spe- 
cious arsuments such as Mr. Cullen's, they will fail to focus on the real problem 
and pubuc policy need— the absence of competition in the local information infra- 
structure. It is noteworthy that nowhere in his testimony or rebuttal did Mr. Cullen 
refute the fact that the entire DCC industiy is totallv dependent on the LECs for 
access to our customers. Well over 99 percent of AT&T's access expense in 1992 
went to the LECs; only $19 million out of $14 billion, or 0.14 percent, went to their 
competitors while 99.86 percent stayed with the LECs. 

The debate in Congress is, properly, how to ensure that competition flourishes in 
all segments of the telecommunications and information industiy. Competitive con- 
ditions already exist in the interexchange industry and need to be established, if 



^A $260 million reduction in switched access chaiiges to the IXC industry was made as Part 
of the LECs' annual tariff filing eflective Julv 1, 1993. But the $250 million number reduction 
in carrier switched access was more than ofuet by $270 milKon increases in access expenses. 
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possible, in non-oonipetitive segment*— notab^ that of local ezdiange telephone 
oompanies. 

AT&T looks forward to oontiilmting to the fact-finding and deliberations of the 
Subcommittee and full Committee. You nuqr re^ on us to furnish facts as clearly 
as we know how. 
Sincerely, 

TomNorbis. 



ATTACHMBNTA 

Below are LEG access emnse changes that have an impact on the entire lEC 
access customer base. AT&Ts Ptke Cap Regulated Basket 1 and 2 Services are a 
subset of this total LEC access diaige changes affectinff AT&Ts Price Cap Rmi- 
lated ser^ces are referred to as "Delta Y*, and serve as mput to AT&Ts Pkice Cap 
Indkes (PCT). AT&Ts PCI is typically updated twkeper year to include accumu- 
lated LEC access dian^es, infli^n (GNP-PI), and FCC sanctioned exogenous cost 
acyustments. Delta Y is computed using 1992 Base PMod Price Cap vohmies and 
is relegated to AT&Ts Price Cap Baskets using an "As Allocated' methodology con- 
sistent with FCC Docket 87-313 rales. 



SWITCHED ACCESS CHARGE 
CHANGES 


EFFECTIVE DATE 


ESTIMATED IXC 
INDUSTRY 


IMPACT ($M) 








LEC INFORMATION DATABASE 


FULLY DEPLOYED 
MID, 1992 


$100 




GTE CCL INCREASE (TRANS. 
#778) 


2-Apr.93 


$33 




LEC 800 NUMBER PORTABILITY 


1-May-93 


$74 


LEC ANNUAL ACCESS FILING 


l-Jul-93 


($250) 


GENERAL SUPPORT COSTS 
REALLOCATION & UNIVERSAL 
SERVICE FUND ADJUSTMENTS 


l-Jul-93 


$63 


♦SUM OF ACCESS CHARGE 
CHANGES 




$20 



lECs reduced total access expenses by $184 million in their annual filing. The 
net reductions to industiy switoied access ser v ices were $260 million, apponioned 
to switdied access cateflories as fidlows: carrier common line diarges reduced by 
$229.1 million, switched traffic sensitive diarges reduced by $21.1 million. (Note: 
LEC Information Database charge changes were absent finom AT&T's prices during 
1992) Including the additioaal access charge dianges, industiy switdied access ex- 
penses increased by $20M. AT&T has in^ded approximately $9M worth of lEC 
switdied access diuge changes in its recent PCI fiung. 



Prepared Statembnt op Association op Trlbmbssachng Sbrvicbs, 
Intbbnational 

On behalf of the Assodation of Tdemessaging Services, International ("ATSD. we 
welcome and api>redate the opportunity to submit this statement regarding S. 1086, 
the Telecommunications Infirartmcture Act of 199 3. as it relates to Customer Pro- 
prietaiy Networic Information (*CFND. As owner of C&J Telecommunications, Inc., 
whidi provides live answering services in Honolulu, Hawaii, and President of Avidl- 
" '^ Inc., which ] 



able Communications, 



i provides voice and live answering seivices in St. 
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LoaiB Missouri, respectively, we are keed^ aware of the impoitance of this matter 
to our businesses, and we support restrictions on the use of UPNI.^ 

AT8I is the only national trade association representing the voice mail and live 
answering industry. As the Washington eyes, ears, and voice of the telemessaging 
industiy lisr over 60 years, the assMiation's roots are in live telefdione answering 
services. With industiy orowth and progress, so too has the association jgrown to in- 
clude businesses that also offer a wide variety of telemessaging services such as 
voice messaging, paging, and fax services. 

Before preaentiiig our association's views on CFNI, we would like the Subconunit- 
tee to consider the following scenario: Imagine, if you will, that you are competing 
for re-election with only one opponent in your District. Now imagine that one person 
has but a single advantage: He or she is also the registrar of voters. Only he or 
ahe knows the make-up of each household-^w many qualified voters, how they 
voted, if they vote independently or the party line, who they voted for, toose impor- 
tant socio-economic demographics of age, education, habits — ^maybe even zip code — 
that help you better understand the needs of your constituents. Now take this un- 
fair advantage just two steps further The voters must personally ask for their bal- 
lots from your opponent! And you dont have this information! 

lliat's not unlike the unfair advantage that the telephone companies ei\joy 
throudb the unlimited and unregulated use of CPNI. 

CPNI is more than an abstract telecommunications acronym to us and our indus- 
try. Under the FCCs current regulations, the Bell Operatmg Companies ("BOCs'O 
eigoy virtual^ unlimited and unregulated use of CPNI, an important tool the BOCs 
use to gain an unfair advantage over other information providers in identifying, 
targeting, maiketing, and sellmg their own enhanced services to potential cus- 
tomers. Ilefined l^ the FCC to include "all information about a customer's netwoik 
seivices and the use of those services that a Bell Operating Company (BOC) pos- 
sesses by virtue of its provision of network services,* CPNI includes information 
sudi as: what ^pes of resulated services a customer uses; the number and identity 
of the customers service locations; when and where a customer calls and hew long 
he speaks, the amount of the customei's monthly telei^ne service bills: and, hew 
mucfi a customer uses the different related seivices to which he subscribes. 

It is also important to note what CPNI does not include, because the BOCs often 
have used this information without giving customers any opportunity to object, and 
without making it available to competing information providers. Under the FCCs 
rules, the BOCs are finee to exclude finom CPNI a customer's name, address, tele- 
phone number, credit information, and information regarding a customer's use of 
non-regulated services. 

The FCCs CPNI rules allow BOC information services personnel to obtain this 
valuable information at will— unless tho customer first olyects. However, unaffili- 
ated vendors, sudi as our colleagues among the telemessaging providers, cannot ob- 
tain this same information unless they firat secure the customei's affinnative per- 
mission. In other words, afifirmative action must be taken by the consumer before 
a BOC competitor may obtain information that the BOC may obtain at will. 

And peihaps the most insidious portion of these so-called "safeguards": The BOCs 
daaX even luive to notify residential and sin^e-line business customers of their 
ri^t to prevent disclosure of their proprietaiy network information. The FCCs 
ruks merely require the BOCs to notify business customers with more than 20 lines 
of their CFNI rifi^U. 

CPNI is both hicdily confidential and competitively significant, and the FCCs 
rules gives the BOCs a substantial maiketing advantage. CPNI and related infor- 
matkm can be used to: 

• identify new potential customers, such as subscribers moving into the area or 
adding service locations, before competitora become aware of them; 

• prepare hij^y effective maiketing presentations based on usage information, 
sudi as the number of missed or blocked calls, that is unavailable to competitors; 

• engage in more timely and cost-effective maiketing because they need not se- 
cure customer authorizations; 

• readfly identi^ the appropriate customer contact, while competing vendora 
often experience substantiaf delay in doing so; 

• identify customera who currently use competing vendora 1^ matching up the 
CFNI of vendera and customera; 



lOur sopport of the bOl's proposed restrictioM on the use of CPNI is based on our undei^ 
■tsiMJing that the bill's prohibition on disclosure by a 'telecommunications carrier^ of "any cus- 



tomer propfietaiy network information to any person" without customer consent, would preclude 
a tdephone operatinff company from disclosing CPNI to its own voice messaging operation, 
whether operating wiUiin the same corporate entity or through an afRKate. 
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• ei^joy viituaDy unreBtrktad soobm to the GPNI of residential and tmall buri- 
neas castomera; mod 

• spare the expenee of chaining data--«iich as cnditinibrmation--ftt>mei^ 
sources, while their oompetiton most do so. 

These rules have been used in an antioompetitive fashion to discriminate against 
our industiy, and in many ways, the American pnblic For example; 

• In Albut^erqpie, New Biodoo the local BOC, using GFNI, contacted businesses 
using answennfl services and uiged them to switdi thnr business ftom the answer- 
ing service to toe BOC. How were they able to identify these customers? Tlirou^ 

• In Denver, Colorado, Aleit Tdqihone Answering Service, Inc., keeps detailed 
records of customers lost to "poadiin^ by UJ3. West solidtattons. For exanqde, cus- 
tomers of competitors have been told that UJ3. West would waive instaPstion 
diaroes on its voice messaging service. Also, messsging customers have been solic- 
ited Tor U J3. West's voice messaging service when toey call to request the removal 
of call waiting, a relocation of sennce to another address, or the addition of phone 
or fax lines at existing addresses. The manager of one telephone answering conq»ny 
who called UJS. West to repeit loss of service on her telephone was offered a free 
trial of U J3. West's voice messaging in lieu of credit on her telephone bilL How did 
the telei^ne company know that mere was a credit on this person's bill? Throu^ 
CPNI! 

• In Wilmington, Delaware, a customer who asked Diamond State Telephone 
Company to have call forwarding put on his phone line so that his calls would be 
answered by Fhonefxiwer, Inc. learned upon cneciring his new service that Diamond 
State had hooked him up to tJieir own 'wiswercall. How did they know he was a 
good credit risk? How did they know he was the appropriate contact? "nirou^ 
CPNI! 

• In St. Louis, Missouri, one of our members received a direct maO piece mailed 
to his home promoting Southwestern BelTs BJessaging Service. He pays an addi- 
tional amount for a non-published number, and has tbe expectation tnat this num- 
ber will not be ^ven to the public or used for sales solicitation. In this case. South- 
western Bell utilized the non-published CPNI information for solicitation by their 
voice mail subsidiaiy. They even state in their direct mail that Veil call you in 
a few davs." Utilizing the non-published data base to get the telephone numbera for 
the telephone calls means that they used CPND 

• And in Boston, a customer to whom a member sold an answering service, con- 
tacted New England Telephone (part of NYNEX) to have call forwardkig put on her 
phone so that stie could rorward ner caUs to our service. She later caUed the mem- 
Der back to say that she wouldnt be takinff Ansaphone's service after aU. She was 
^ing to wait a few months until New EnffKmd Bell installed their answerinff serv- 
ice in her area. Clearly this was a case of New En^and Telephone pre-seuing a 
service that didnt current^ exist in that area. How did they know that she would 
be a good customei? Throu^ CPNI! 

We strongly support the Subcommittee's efforts to devebp legislation to correct 
these inequities, llie Subcommittee's draft legislation would place the BOCs and 
their information provider competiton on equal footing when competing for new 
business opportunities. 

In oonsiaering S. 1086, we ui^ the Subcommittee to focus on the following ques- 
tions: 

1. Can the government adiieve a competitive, vibrant telecommunications nuuket 
if the ^vemment affords one pli^r in the enhanced services nuuket the kind of 
maiketing advantage obtained mm preferential access to customer proprietaiy net- 
work information? 

2. Should a single competitor in the information services nuuket be subsidized l^ 
information obtained finom, and paid for by, rate payere? 

3. What kind of ^pvemment telecommunicatfons oolicy will invite smaU busi- 
nesses to participate in the information infrastructure/ 

4. And what would happen to America's freedom of dioice and voting ri^ts as 
we know them today if the same rales that apply to CPNI were applied to factions 
in vour District? 

On behalf of the entire telemessaging industiy we urge Congress to restrict the 
use of CPNI for mariLeting purposes, so that a telephone operating compaqy could 
disdose CPNI to affiliated or unaffiliated providen of unregulated services on^ if 
required by law, or if the customer reonests dlKlosure of the information for itsdf 
or for a service provider designated by toe customer. 

Tliank you. 
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Lbttbr From Charles H. Tower, Coordinator, Elbctoonic Pubushing Group 

July 28, 1993. 
Senator Daniel Inouye, 
US, Senate, 
Washington, DC 20610 

Dear Chairman Inouye: The Electronic Publishing Group, a coalition of those in- 
volved in electronic infonnation content creation ana distribution, strongly suppoits 
the overall thrust of S. 1086. 

We regard the bill as a migor step forward in the development of a widely avail- 
able telecommunications infirastructure baaed primarily on maricetplaoe competition. 
This, in turn, will encourage the expanding competitive diversity of information 
products' and services whidi should be the hfulmariE of the information age. 

While we have a substantial general interest in all parts of your bill, our paiticu- 
lar concern relates to Section 12. That section deals with the privacy of customer 
proprietaiy network information, often referred to as CFNI. 

I am enclosing with this letter a suggested redraft of Section 12 of S. 1086. We 
believe that our proposed dianges wilTclarify and strengthen this section of your 
biU. They are similar to those recommended by two of the laiger electronic informa- 
tion industiy associations, ITAA and IIA. 

llie bi-partisan leadership which vou and Senator Danforth have provided in the 
development of this important legislative proposal and the dedicated effort of both 
majority and minority staffs working together deserve the recognition and support 
of your colleagues. We shall do all we can lo bring about that result. 

We request that this letter and the enclosure be made part of the record now 
being developed in your Subcommittee's consideration of S. 1086. 
Respectfiilly yours, 

Charles H. Tower. 



amendment to the COMACUNICATIONS act of 1934 

[Bold is deleted material and italic is added material] 

Sec. 234. Privacy of Customer Proprietary Network Information. 

(a) Privacy Requirements for Teleconununications Local Exchange Car- 
riers. — ^A teleconununications local exchange carrier — 

(1) shall not disclose any customer proprietaiy network information to any person 
that is engaged in the provision of other than telecommunications services, except — 

(A) as required by law; or 

(B) upon affirmative written reouest by the customer to which it relates; or 

(C) pursuant to rules established by the Commission, if— 

(i) such information is of a type that the Commission has determined may be gen- 
erally disclosed without raising substantial customer privacy concerns; and 

(iij the local exchange earner has provided notice to its customers of the general 
availability of such information and of the opportunity to object to such disclosures: 

(2) shall disclose such information, upon amrmative written request by the cus- 
tomer, to a service provider designated by the customer, 

(3) shall, whenever such teleconununications locid exchcmge carrier provides 
any aggregate information based on customer proprietaiy network information or 
any data base or other compilation of customer proprietaiy information to any per- 
son, notify the Commission of the availability of such aggregate or compiled infor- 
mation on the same reasonable terms and, conditions, and price to any other serv- 
ice provider upon reasonable request therefor, and 

(4) shall not discriminate between afliliated and unafiiliated service providers in 
soliciting consents regarding, providing access to, formatting, categorizing, collecting, 
compiling, aggregating or aisaggre^atinf, indexing, or in the use and oisdosure of, 
individual and aggregate or compiled information made available consistent vdth 
this subsection; cSid 

(5) shall ensure that its awn or any affiliate's information service personnel no 
longer have access to, or use of, directly or indirectly, any customer proprietary net- 
work information that was disidosed to such personnel without the customer's ajfirm- 
ative written request before the effective date of this section. 

(b) Provision of Subscriber List Information.— Notwithstanding subsection 
(a), a local exchange carrier shall provide subscriber list information under non- 
discriminatory and reasonable rates, terms, and conditions to any person upon rea- 
sonable request. A local exdiange carrier shall provide eadi of its subscribers with 



Digitized by 



Google 



264 

the opportunity to prohibit or limit diadomre of his or her subecriber list informa- 
tion. 

(c) DBFlNmoNS.— As used in this section: 

(1) The term "customer proprietaiy network information" means — 

(A) information whidi (i) mates to the quantity, technical oonfiffuratlon. type, 
destination, and amount of use of teleoommnnications service subscribed to by any 
customer or a telecomnmnleatkHni canrier local exchange carrier, and (ii) is avail- 
able to the telecommiiniftations canrlsr local exchange earner by virtue of the 
teleeommuiiicationi canier local exchange oomer-cunomer rdationship; 

(B) information contained in the bills for telecommunications service received by 
a customer of a tetecomimmiftatioiKS carrier local exchange earner; and 

(C) sudi other information concerning the customer as is (i) availsble to the tele- 
eommunications canrler local exchange earner by virtue of the customei^s use of 
the carriei's services, and (ii) specified as within the definition of sudi term 1^ sudi 
rules as the Commission shsJl prescribe consistent with the public interest. 

(2) The term "amregate inJormation" means collective data that relates to a 
group or catm>i]y m services or customers, from which individual customer identi- 
ties or diaractenstics have been removed. 

(3) The term "subscriber list infennation'' means information idontifying a local 
exchange carrier subscriber's name, telephone number, address, billing name and 
address, or primaiy directory advertising listing, or any combination thereof. 

(d) RulemakUijg Schedule—The Commisnon shall, within 90 days of the enact- 
ment cf this section propose, and within 270 days of enactment adopt rules that: 

(1) implement the requirements of this section, including: 

(A) specifying the types of customer proprietary network information that may be 
generally disclosed without raising substantial customer privacy concerns: and 

(B) specifying the types of customer proprietary networh informatian that may not 
be disciosea absent a requirement of taw or affirmative written request by the cus- 
tomer to which it relates: and 

(2) ensure that any customer proprietary netwoHi information or aggre^Ue or com- 
piled information or data base made available to an unaffiliated service provider 
shall be in such form as the provider shall reasonably request. 



Letter From Wiluam L. Wbiss, CHAiRifAN and CEO, Ameritbch 

October 20, 1993. 
The Honorable JOHN C. Danforih, 
U.S. Senate, 
Washington, DC 20510 

Dear Senator Danforth: On behalf of the seven regional companies. I am re- 
sponding to the request you put to me and Bob Allen at the heaiinff on September 
8 to develop a defimtion of local exchange conq)etition. I hope the following informa- 
tion is helpful to you and the Subcommittee as you continue your deliberations on 
S. 1086. 

In developing a definition of local exchange competition, we must first determine 
the purposes for whidi sudi a standard mig^t be used. Tests for competition have 
been developed, as in the cable reregulation legislation, to determine the appro- 
priate level of regulation, of the prices of a telecommunications provider. For exam- 
ple, Illinois law provides the following standard of effective competition which, when 
met, relieves a provider of a service of certabi regulatory pricing burdens: 

"Competitive Telecommunications Servicer means a telecomnmnications serv- 
ice, its functional equivalent or a substitute service, whidi, for some identifiable 
class or group of customers in an exchange, ffroup of exchanges, or some other 
cleariy defined geographical area, is reasonaoly available horn more than one 
provider. 220 ILCS 5/13-209. 
This type of test is not appropriate as a test for entiy into a market. An entry 
test, based on antitrust principles, must focus on conditions in the market that one 
is seeking to enter. The Modined Final Judgment (MFJ) provides Just sudi a test. 
Recognizing that excluding a competitor from a market hanns consumers, the BIFJ 

Srovules that the line of Gusiness restrictions, including the long distance prahibi- 
ion, shall be removed when there is *no substantial possibility that a (regioiud com- 
pany) could use its monopoly power to inmede competition m the market it seeks 
to enter." This standard does not require the elimination of the local exdianae mo- 
nopoly. Indeed, it assumes the contmuation of substantial market power, if not a 
de Jure monopoly. Instead, relief is mandated if there is no substantial possibility 
that any existing monopoly power in the focal eidiange will impede oompetitioii in 
the manet the local exdiange eompmay seeks to enter. The Comt of Appeals has 
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interpreted 'impeding competition" to mean the ability to increase price or restrict 
output. This means, for example, that there must be a significant threat that the 
regional companies will dominate the long distance maricet. 

The regional companies believe that existing conditions in today's telecommuni- 
cations marketplace satisfy the test for entiy set out in the MFJ. Regardless wheth- 
er the Subcommittee agrees with that proposition, there can be no doubt that the 
unbundling requirements of S. 1086 justify the elimination of the long distance ban. 
It is Ameritech's position that the unbundling requirements of S. 1086 reduce bar- 
riers to entiy and eliminate any remaining argument that the regional companies 
could act anti-competitively in the long distance business. 

Predatoiy pricing by the regional companies in the long distance market is not 
feasible due to the scale economics of long distance carriers such as AT&T, MCI, 
and Sprint, and the fact that the regional companies would start with zero market 
share. Such a pricing strategy would fail because the long distance carriers could 
withstand any losses finom matching below cost prices and could not be driven from 
the maiket. Access discrimination would be impossible to implement due to the cur- 
rent equal access regulations in place and the unbundling provisions of S. 1086 bill 
which would make any attempted discrimination much easier to detect. Accordingfy, 
the seven regional companies uige the Subcommittee to mandate long distance r^ief 
in S. 1086. 

For this Subcommittee to establish a new test for long distance entiy based on 
maiket metrics raises several concerns. First, local exchange competition will occur 
at different times for different groups of customers in different geographic areas. 
This has already been the experience in the development of long distance competi- 
tion. To permit entiy by the regional companies only to those customer groups and 
geographic areas for which competition exists — ^whether defined as the existence of 
a substitute service or some specified level of market share — ^will result in piecemeal 
entry that will not be in the best interests of consumers. Tliis approach will increase 
customer confusion as to what carriers provide such services a at given point in 
time, and could cost consumers millions of dollars in foregone savings that would 
result finom full regional company entiy. Even worse, delaying entiy until some over- 
all metrics is satisfied will delay entiy in the most contestable arena far beyond any 
reasonable time. Ironically, a metrics test has the effect of placing the public policy 
decision of competitive entiy into the hands of the incumbent providers who can 
control the entry of competitors into their own businesses by their decision as to 
whether or not, and on what scale, they choose to enter the local exchange business. 
These effects conflict with the main objective S. 1086 — to facilitate the development 
of universal access to an advanced telecommunications infrastructure. 

In addition, continued or piecemeal exclusion of the regional companies from the 
long distance market would nave a serious impact on the types and quality of serv- 
ices offered to consumers. For example, Ameritech has developed the Wisconsin 
Health Information Network (WHIN), linking doctors, hospitals, and insurance car- 
riers in a network that reduces the cost of health care services while increasing the 
responsiveness of the industiy to the health care needs of Wisconsin. As the current 
debate over health care attests, this type of service is critical to our nation's ability 
to provide quality health care services to all Americans. Other of the regional com- 
panies are offering or are planning to offer similar services. Due to the long distance 
restriction, the regions are unable to serve smaller, less populated areas because of 
the hidi cost of replicating a netvwrk for each area. As a consequence, the benefits 
derived from WHIN will be provided only to people in the larger cities of Wisconsin, 
sudi as Madison and Milwaukee, while people in less populated areas— those in the 
greatest need of improved health care services — are excluded. Removal of the long 
distance restriction would allow the regions to serve less populated areas using fa- 
dlities based in larger cities, thus extending the fiill benefits of the network to all 
consumers and reducing the costs to everyone. 

In conclusion, we urge the Subcommittee to recognize that opening all maikets 
to all competitors offers the best hope of developing the nation's telecommunications 
infrastructure for the benefit of all citizens and therefore, to amend S. 1066 to elimi- 
nate the long distance ban of the divestiture decree. 
Sincerely, 

W.L. Weiss. 
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Letter Fbom Robbbt E. Allbn, CHAiHifAN of the Board, ATikT 

OCTOBBR 5» 1993. 

Senator DANIEL K. INOUYB, 
Senator John C. Danfobih, 
UJS. Senate, 
Washington, DC 20610 

Dear Senators Inouyb and Danforih: As promised at ywr September 8th 
hearing on S. 1066, I am pleased to provide you with legislative language, which 
we believe appropriately defines "effective oonqpetition'' in local telephone services. 
While we have discussed Uie language and sou^ input finom several industiy par- 
ticipants, the nroposal is AT&Ts alone. Other parties may wish to comment or sub- 
mit their own language. 

I have asked my Senior Vice IVesident and General Counsel, John Zeg^ and 
Mike Brown of our Washington Office, to woik with your staff in developing lan- 
guage for the bill. I appreciate your interest and personal involvement in these im- 
portant issues. 

Veiy truly yours, 

RJ!. Allen. 



INTERBXCHANGB SERVICES (SECTIONS 9 4 10) 

Add a new provision (to section 231 or 232), as follows: 

'^a) Except as provided in these sections, no Bell Telephone Company or affil- 
iate of a Bell Teleidione Company shall engage in the provision of interexchange 
telecommunications services. 

'Xb) No earlier than seven (7) years after the enactment of this section, a Bell 
Teleidione Company may petition to the Commission for authorization to pro- 
vide interexchange telecommunications services. 

'\c) The Commission may grant authorization to a petitioning Bell Telephone 
Company to provide interexmange telecommunications services upon a showing 
by the Bell Telephone Conqumy (i) that there is no substantial possibility thu 
the petitioning Bell Telephone Company or its affiliates could use monopoly 
power to impede competition in toe provision of an^ interexchange tele- 
communications services and (ii) that effective coi^petition in tele^one ex- 
change and exchange access services exists in the region in which the JBell Tele- 
phone Company provides telei^ne exchange and erohange access seivices. Ef- 
fective competition can be found to exist only if: 

'^D all the rmilatwns required by section 229 of this Act have been 
adopted by the Commission and the States and the requirements of sub- 
section 229(c) and number portability have been fully in4>lemented by the 
Bell Telei^ne Conqumy and its affifiates in the exchange areas of the Bell 
Telephone Conq[>any; 

^^2) 30 percent or more of the telephone subscribers in the exchange 
areas of the Bell Telephone Compai!^ obtain telephone exdiange and ex- 
change access services exdusivelv mm an alternative provider, and 

*XS) 76 percent or more of the telephone subscribers in the exchange 
areas of the Bell Telephone Company mi^ obtain, from two or more alter- 
native providers, telepnone exchange and exdiange access services that are 
like the services of the Bell Teleidione Company and comparable in quality, 
coverage, price and capability, 
"(d) The determination by the Commission regarding an application made 
under subsection (c) shall be final unless, within 60 days after sudi determina- 
tion, any person ii\jured by the determination commences a dvil action against 
the Commission in the district court of the United States for the District of Co- 
lumbia for a de novo determination re^ardinff the authorization. The Court 
shall enter hidgment granting autherization only to the ei^tent it finds the Bell 
Telephone Company has maae the showing required by subsection (c). A Judg- 
ment entered under this paragraph shall be stayed until anv appeals from the 
judgment have been ezhaustod or the time for filing appeals nas expired. 
'\e) Definitions.— As used in this Section: 

'^D The term "alternative provider^ means a provider of telephone ex- 
change and exchange access seivioes 

'Xa) that is not afiBliated with the Bell Telephone Company providing 
sudi services in that area continuously since Januaiy 1, 1984, and 
'\h) that provides exchange and exmange access ser^fees 



Digitized by 



Google 



267 

"(i) that are like those provided by that Bell Telephone Compu^ 
withoat making use of the switching; transmission or other facili- 
ties of that BellTelephone Company, and 

"Xii) that permit the alternative pravidei's subscribers to place 
and receive cidls to and from any or its other subscribers without 
making use 6f the switching; transmission or other facilities of that 
Bell Telephone Companv, and 

"Xiii) that provide its subscribers with exchange access to 
interexchanfle carrier netwoiks without making use of the switch- 
ing, transmission or other facilities of that Bell Telephone Com- 
paqy. 
"An alternative provider may interconnect with facilities of the Bell 
Telephone Conqwny mMv for the purpose of allowing calling between 
telephone subsoibers of the alternative provider and those m the Bell 
Tdephone Con^Mmy. 
*\2) The terms "exchange access", "exchange area", Interexchange car- 
rier^, and Interexchanse ieleconmiunications services^ all have the mean- 
ing given those terms m the Modification of Final Judgment and judicial 
decisions interpreting that judgment." 

DBSdUPnON OF BFFBCnVB OOMPETITION AMENDMENT 

(a) No interexchange services would be permitted without passing the test, except 
for the current oelluliu* and video authority in the bill. 

(b) A seven (7) year waiting period is required to permit time for local competition 
to develop. During this time the RBOCs incentives to open their local networks 
would not be diminished by anticipation that interexchange relief is imminent. This 
time fiiame wiU allow for the adoption of state and federal regulations to open local 
networks to competition, the development of a new universal service structore, and 
implementation and netwoik re-engineering by the telephone companies. Seven 
years is a reasonable time for competition to develop finom essentially a standing 
start and was, in fact, proposed last year in the House (H Jl. 5096). 

(c) Any FCC appro^ requires passing an efiective competition test and the cur- 
rent deciree's Inopedin^ competition" requirement. Both are important. The former 
would have the FCC fmd that efiective competition has replaced monopoly in local 
seivices. The latter would guarantee the Commission an opportunity to examine 
whether, notwithstanding complianoe with the efiective competition metrics, other 
factors indicate that the RBOCs remain a threat to the continuation of vigorous 
interexchan^ competition. 

The efiective competition provision requires: 

1. Full implementation l^ the local Bell Company of the open netwoik and num- 
ber portability provisions in Section 229 of the bill; 

2. 30 percent of subscribers actuaUy relying upon alternatives to the Bell Com- 
pany in Its region; and 

3. Two or more competitore offering services like those of the Boll Company to 
75 percent of subscribere in the re^on. 

(a) De novo court review permits the court and case law to play its proper role. 

(e) An "alternative provider" is defined as a fiill facilities-based competitor for the 
Bell Company, using oidy its own connections to the customer, switching and local 
transport. Amngements would be permitted for calling between the systems. If 
competitore continue to be dependent on the local telephone company to offer serv- 
ices to customers, then true competition will not have disveloped. 

Four other terms ("exchange access", "exchange area", 'interexchange carriers" 
and "interexdiange telecommunications services") are defined with reference to the 
MFJ as is now done with "LATA," again utilizing existing case law. 



Questions Asked by Senator Pressler and Answers Thereto by AT4T 
QUEsrnoNS for panel i 

I am concerned not only with access to affordable {dione service. I care about the 
quality and diveraity of services available in small states like South Dakota. If ac- 
cess to the information superhi^way becomes an essential means of fully partici- 
pating in sociely, we may need to redefine universal service. 

Question. What services de you think should be univeraally available? 

Answer. The universal service obligations of the local exdiange carriera have 
typically included provision of voice grade dialtone, repair service, and annual white 
pages dirertories. Telacommiinicaittons services in the future will be increasing 
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more multimedia in nature, mixing voice, data and video to the home. It is difficult 
to predict what new services may eventually be considered part of 'l>asic service" 
in the fiiture, but it is reasonable to expect that at least some local exchange serv- 
ices will depend on increased bandwiath in the local loop, central office digital 
S¥ritches, and interoperable networks. 

Question. What level of competition can we expect to see in smaller states? 

Answer. If broad-based local exchange competition were to become feasible, it 
would be likelv to come first to the more densely populated metropolitan areas of 
the countiy. However, rural areas would be apt to oe affected as well. The level of 
competition would be dependent in part on the pace at whidi legal and regulatoiy 
bairiers to competition are removed. These barriers include — ^but are not limited 
to — franchise and ri{^t-of-way restrictions that advantage the incumbent local ex- 
diange carrier, the mability of customers to change local carriers while retaining 
their current local telephone number, lack of reasonable arrangements for alter- 
native carriers to interconnect with the incumbent carrier, and regulated pricinff 
structures that subsidize local rates. The pace at which these barriers are removea 
in rural areas would have to reflect the continuing need to preserve universal serv- 
ice objectives. 

Question. What is the best way to ensure that we do not become a nation of infor- 
mation haves and have-nots? 

Answer. The goals of infrastructure development and nationwide access to new 
services in both metropolitan and rural areas can best be achieved by a regulatoiy 
process that encourages competition while protecting targeted hi^ cost rund cus- 
tomers. Universal service requirements ensuring that local exdiange carriers pro- 
vide access to the netwoiks and services of long distance carriers and alternative 
providers, through interoperability and open interconnection requirements, will en- 
sure that all customers have access to information-rich services ¥rithout regard to 
their location. 

Already there have been significant efforts to modernize rural exchanges. The Na- 
tional Exdiangje Carriers Association (NECA) has found that current trends in rural 
infrastructure investment indicate that bv 1994, 97 percent of the central offices of 
the 1,000 small companies surveyed will have converted to digital switches. Si^oifi- 
cant ffains are also expected in the availability of fiber optic interoffice facilities and 
signaling system 7 deployment. 

Thistomer taigeted support programs such as the federal and state Lifeline and 
Link-Up programs, as well as the Universal Service Fund (USF) program for hi^ 
cost local exoiange carriers, ma^ continue to be a necessary supplement in deliver- 
ing services to economically disadvanta^d and hard-to-serve areas. In general 
these taigeted programs should not be jeopardized l^ the potential of increased 
competition as long as regulators adopt fiinmng mechanisms that are equitable and 
broad-based across all inoustiy participants. 

QUESTIONS FOR BOBERT E. ALLEN— AT4T 

Local telephone companies currently have universal service obli^tions. They 
argue that opening the local loop will allow competitors to "cream skim" or "dierrv 
pioc* — ^that is, serve the most lucrative customers, while ignoring tho others. S. 
1086 attempts to address this problem by requiring all carriers to conMbute to the 
universal availability of afToraable phone service. You suggest that any subsidies 
should generally be provided directly to the end user. 

Question. Would subsidies to end-users ensure that new services are brou^t to 
him cost service areas — for example, sparsely populated areas of South Dakoti^ 

Answer. In those cases where subsioies are needed, flowing subsidies to end-users 
is good public policy because it gives the LECs the incentive to set service rates at 
more cost-based levels. Cost-based rates will provide the proper economic conditions 
upon which potential competitors can determine whether to enter the nuurket with 
competing services. 

In those areas where competition may be slow to emerge, e.g., low density rural/ 
hi^-cost areas, providing subsidies directly to end-users may also help conqpetition 
to develop, since it establishes incentives for cost-based rates. The incumbent load 
carrier will need to reduce costs and provide new services to maintain customer sat- 
isfaction and loyalty in the face of potential competitive entiy. 

Question. A United States Telephone Association study estimated that bcal tele- 
phone service is subsidized in the amount of $20 billion annuaDy. Are yon familiar 
with this study (USTA)? De you agree with iU findings? If not, what do you esti- 
mate the amount of subsidy to be? 

Answer. AT&T agrees with USTA that there are significant subsidieB built into 
the current local pricing structure. While the overall subsidy may not readi the 
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$20B USTA estimate, it is neverthekas hi^. Regulators need to besin now to adopt 
a regulatoiy structure based on cost-based pricing; in order to provioe potential com- 
petitors an appropriate basis for successful entiy — supplemented by targeted sup- 
port programs to protect rural and low income customers. A competitive mariLet- 
plaoe should be no bar to the continuation of appropriate subsidies designed to pro- 
mote universal service, provided they are imposed in an even-handed way, are based 
on financial need, and are administered effectively. 

We disagree ¥rith the report's sug^stion that the LEG would have to choose be- 
tween maintaining the current subsidy system and losing significant profits. It is 
likely to be mai^ years before all the necessaiy conditions for local exchange com- 
petition are implemented, and before competition makes any measurable inroads^ 
if it emerges at all — ^into the local exchange maiket. The LECs would therefore have 
a reasonable period within which to maxe investments in the infirastructure that 
win improve productivity, to eliminate other inefficiencies, and to rebalance rates 
to more accurately reflect the costs of providing individual services. Moreover^ as the 
prices of toll and access are reduced, demandT will increase, partially offsetting any 
lost contribution. 

Question. 6. S. 1086 is desired to open the local telejdione loop to competition. 
You have stated that competitive forces are the best wav to spur deliveiy of ad- 
vanced telecommunications services. For example, when AT&T faced stiff competi- 
tion in the long distance maiket, it accelerated investment in dintal fiber tech- 
nologv and wrote off billions in older, analog— but still serviceable — ^plant. Why 
would local telephone competition encoura^ similar investment? 

Answer. For the same reason it has stimulated investment in the interexchange 
inAistiy: to permit the carrier to remain competitive with services offered bv com- 
peting carriers based on current state-of-the-art technolo^. Failure to provide new 



seivices made possible by the latest technology (e.g., digital switching, out-of-band 
signalins, and fiber optic transmission) would be a severe comi>etitive handicu). 
llie National Telecommunications and Information Administration (NTIA) con- 



cluded in its October 1991 study. The NTIA Infirastructure Report: Telecommuni- 
cations in the Age of Information, that local exchange competition "should have ben- 
eficial effects on local pricgs, the variety and ouality of available services, cmd infra- 
Birueturt development (NTIA Report page 266, emphasis added). Tlie report went 
on to note that Metropolitan Fiber Systems estimates that a $10 million investment 
by an alternative earner stimulates a $100 million investment by a LEG. 

Question, Who should pay for the investment — rate payer or shareholders? 

Answer. Prices for competitive services will be dictated by the market, and com- 
petition will ensure that investments are justified by expected demand. 

With respect to non-competitive services, regulators have recognized that what 
constitutes a reasonable investment" for ratepayers to fiind is subject to wide inter- 
pretation. This remains a difficult issue that generally must be considered on a 
case-by-case basis. Nevertheless, resulators have at least partially addressed the 
problem for the large LECs by estaolishing price cap regulation, which caps LEG 
rates irrespective of their underlying costs, thereby limiting to some degree the 
LECs* abihty to recover the costs of uneconomic investments while allowing them 
to retain the earnings generated from more efficient investments. 

Question. The Bell telephone companies aigue they need additional incentives — 
siidi as tho opportunity to provide video programming and long distance services — 
to justify significant investment in their netwoiks. A federal (ustrict court reoentlv 
struck aown the ban on telephone companies provision of cable television. The Bell 
companies are asking Congress to codify this decision. What is your view? 

Answer. The RBOus' daim is not correct. The local exchange companies already 
provide originating and terminating access for essentially all long distance calls in 
their areas. Tlieir monopoly over local access gives them a revenue stream finom long 
distance carriers of about $26 billion each year ($14.2 billion from AT&T in 1992), 
in addition to over $50 billion in revenues from local service. This fact, and the de- 
sire to provide customers with the services they want, should give them adequate 
incentive to upgrade their networks. Nevertheless, until the local exchanges experi- 
ence real competition, they will not have the fiill maiketplace incentive they need 
to invest more wisely and to be more responsive to their customers' needs for a fully 
capable local infrastructure. 

Question, You state that the long distance marketplace is robustlv competitive. 
Today, there are four migor nationwide digital fiber netvwrks, ei^t lar^ regional 
fiber networks, and almost 600 long distance carriers. The Bell companies request 
permission to provide long distance service. Would Bell company entiy into the long 
distance nuurket threaten this robust competition? 

Answer. Premature MFJ relief would strike at tho veiy heart of conqpetition in 
the long distance nuurket As long as the Bell companies retain monopoly control 
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over the local exchange bottleneck, thev will have the incentive and ability to lever- 
age that monopoly to discriminate in tne provision of local exchange access to unaf- 
filiated long distance carriers, and to cross-subsidize their own long distance serv- 
ices with monopoly revenues. Such anticompetitive conduct would have a diilling ef- 
fect on competition in the long distance maiket hy inhibiting the ability of long dis- 
tance carriers to effectively compete, and by discouraging new entrants. Because 
local exchan^ are so complex and technologically dynamic, and diaracterized by 
enormous jomt and common costs, no foreseeable regulatory scheme can effectively 
prevent conduct resulting in such discrimination and cross-subsidization. 

As Judge Robert Bork recently noted: If the BOCs were allowed into long-dis- 
tance service, they could, and almost undoubtedly would, ii^re competition and 
ratepayers in both that maritet and in the local service manets. Any contraiy view 
must rest upon the assumption either that the BOCS would not understand their 
opportunities or that they would refrain finom exploiting those opportunities out of 
devotion to ^e public interest. Neither assumption is warranted . (See the attached 
letter from Jud^ Boric at oage 5) 

Question, You suggest tnat the MFJ line of business restrictions could be lifted 
if the local exchangebecomes truly competitive. You propose there should be agreed 
upon standards at the federal level defining effective competition in the local mar- 
ket. How vfould you define effective competition? 

Answer. The test for effective competition for MFJ relief must meet certain mini- 
mum criteria: (1) that all legal and regulatory impediments to local competition are 
eliminated; (2) that customers have a real choice of carriers for comparable local ex- 
change services; (3) that customers in fact exercise this choice, so that a substantial 
percentage of the local exchange market is served by providers other than the local 
exchange carrier in that area; and (4) that competitors have the capacity to absoib 
a substantial amount of the local exchange cameras remaining trafnc if it raises its 
prices above competitive levels. These last two criteria are especially important, be- 
cause it is the customers' behavior in the marketplace that will comirm whether or 
not effective competition truly exists to serve tneir local communications service 
needs. 

At the September 8, 1993 hearing, AT&T and the RBOCs' representative, 
Ameritech, were asked to meet with the sponsors of S. 1086 to help devebp a legis- 
lative test for effective competition. We understand that other industry representa- 
tives will also be involved in t^s effort. We are in the process of preparing our spe- 
cific proposal. We look forward to working with the sponsors and the rest of the 
Subcommittee in this regard. 

[The Bork letter may Se found in the committee files.] 



Questions Asked by Senator Pressler and Answers Thereto by Mr. Oppbrman 

LOCAL COMPETITIONAJNIVERSAL SERVICE 

Question. 1 am concerned not only with access to affordable phone service. I care 
about the quality and diversity of services available in small states like South Da- 
kota. If access to the information superhighway becomes an essential means of fully 
Sarticipating in society, we mav need to redefine universal service. What services 
o vou think should be universally available? 

Answer. Clearly, the concept of universal service — as the telephone system it- 
self—exists within a dynamic, ever-changing universe. The services that should be 
universally available are not the same as 9iose that were available twenty years 
ago and are not the same as those that should be universally available even in the 
short term future. I think we can all agree that the vast majority of Americans 
should (within reason) have access to the harvest of benefits that will come finom 
the technological revolution now in progress. In my view, the only way to ensure 
this result over time as technology evolves is through effective, sensible state and 
federed regulation. 

Question. What level of competition can we expect to see in smaller states? 

Answer. There is already a tremendous amount of competition in the information 
services and long distance markets, including smaller states. Therefore, I interpret 
your question to ask what level of competition can we expect to see in the local ex- 
change. I think the resd question was not with the size of the state but with the 
dispersion of its population. Clearly, the answer to this question depends in part on 
tecnnologies that continue to evolve such as wireless communications. My own pre- 
diction is that there will be competition even in states with dominantly rural, dis- 
persed populations. In fact, it is not unreasonable to expect that the communications 
revolution will affect population density. A recent cover stoiy fiiom Time (9/6/93) dis- 
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cussing the boom in some Rocky Mountain States attributes that boom to the tde- 
oonmmnications revolution. 

Question, What is the best way to ensure that we do not become a nation of infor- 
mation have and have-nots? 

Answer. In n^ judgment, we must make sure first that we do not become a na- 
tion of information 'fuive notsT. Competition is the best way of making sure that 
all Americans can participate in the oonununicatwns revolution. Conqpetitton has 
provided Americans with extremely diverse dioices among manufacturers, long dis- 
tance providers and information services providers. However, in addition, appro- 
priate reflation is essential to ensure univeraal service to any residual maiket that 
competition does not adeouately serve. 

Question. S. 1086 would allow teleidione companies nridng flexibility to respond 
to their new competitors. It is always a difficult regiuateiy inriblem to introduce 
competition into what was previously a monopoly maiket. We all know the FCCTs 
resources are severely strained. State regulatore also have limited resources. How 
can we ensure fair competition? 

Answer. The nation's flexible antitrust laws are the best protection against anti- 
competitive conduct. They do not reauire any federal reffulatoiy body to enforce. In 
addition. S. 1086's approach of breaking down the legal bairiere to competition in 
the local exchange ia essentiaL Once there ia effective competition in the local ex- 
change, there wm be no need for federal or state regulatoiy agencies to ensure fair 
competition and the antitrust laws should be all that is necessaiy. Until there is 
effective competition, however, strong structural safeguards are necessary. 

Question. Is there a danger that tekf^ne companies could cross-subsidize com- 
petitive services ¥rith ratepayer revenues? 

Answer. As long as local exchange companies continue to have a monopoly, that 
danger existo. Given the histoiy of the ineffectiveness of regulation in the telephone 
industiy anti competitive cross-subsidization is ineviteble. However, once there is ef- 
fective competition in the local loop, telephone companies oroviding local exchange 
service will no k>n^r have a monopoly position and wiU nave to price k)cal tele- 
phone calls competitively^ making cross subsidization economically infeasible. There- 
fore, once there is effective competition in the local loop, the danger of cross sub- 
sidization diminishes considerab^. 

PBOTBCnON FOR RURAL AREAS 

Question. S. 1066 requires regulatore to ensure that rural customera have access 
to ni^-auality telecommunications services. The bill specifically directe the FCC to 
ensure that local telefdione companies in the same geographic area ensage in joint 
coordinated planning and design of the telefdione network. However, the bill does 
not provide much fiirther direction. In your opinion, what steps can state and fed- 
eral regulatore take to ensure that new services ream rural areas? 

Answer. I am not an expert in this area. In my view, there wiU be substantial 
competition for rural customers. Just as numerous miyor national retaikre have un- 
dertaken to serve roral customers, so will miyor phone con^Minies. 

M FJ issues: long distancb 

Question. S. 1066 would amend the AT&T consent decree's (MFtTs) so-called 
InterLATA" (k>ng distance) restriction to allow the Bell Companies to provide cer- 
tain long distance services. Specifically, it would pennit tibem to provide some cel- 
lular and cable television services across LATA Doundaries. Essentially, the bill 
would codify limited waivera currently pending before the Department of Justice. I 
understend that the Bell Companies would like the waiver completely lifted. Their 
competitors may agree to these limited provisions, but want to make sure Long dis- 
tance relief goes no fiirther. How much competition is there today in the long dis- 
tance nuuket? 

Answer. There are numerous minor national carriere of long distance. West Pub- 
lishing Company had no problems In receiving quality service at competitive rates 
in long distance. 

Question. How would Bell Company entiy affect that conqpetition? 

Answer. As long as the Bell Companies have a local exdiange monopoly, their 
entry into bng distance would likely diminish, not increase, oonqpetition in long dis- 
tance. 

M PJ: INFORMATION SBRVICBS 

Question. The Courte have lifi«d the informatk>n services restrictk>n. S. 1066 
would not reimpose the restriction, but it would impose certain safeguards designed 
to prevent the Bell Conq[>anies fiiom cross-subsidiang their Informstion servtoesT, 
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and from discriminating against their competitors. It would also require the Bell 
Companies to use separate subsidiaries to ofier electronic publishing. Are these safe- 
guards necessaiy? 

Answer. Yes. We believe that they should be significant^ strengthened. 

Question. How effectively will the safeguards prevent cross-subsidization and dis- 
crimination? 

Answer. Strong structural safe^ards combined with vigilant enforcement of the 
antitrust laws wul provide competitors the greatest protection. 

Question, The Bell Companies have been able to offer information services in the 
absence of these safeguards for almost two ^ars. Do we have any evidence of the 
Bell Companies crosssubsidizing or discriminating in the provision of information 
services during this period? 

Answer. Yes. There are numerous allegations that the Unity Coalition has com- 
piled. Enclosed please find a copy of their report. 

Question. If not, do you think the safeguards are needed? Why or why not? 

Answer. I think there has been evidence of abuse. I believe safeguards are nec- 
essaiy to prevent further abuses. 



Questions Asked by Senator Presslbr and Answers Thereto by Corning, Inc. 

Question. What services do ^u think should be universally available? 

Answer. The precise definition of universal service should not and, in fact, cannot 
be static. Both technology and consumer demand are simply too dynamic. Congress 
should provide some basic guidelines for the Federal Communications Commission 
(TCC) to use in establishing the service definition and in reviewing the definition 
over time to ensure that it reflects current tedmology, economic conditions, and 
consumer requirements. 

I think that 'international competitiveness" should be a principal guideline for 
use l^ the FCC in defining the precise service that should be universal available. 
In other words, universal service should encomi>ass Hae basic communications serv- 
ices all Americans need access to in order to maintain full employment and a rising 
level of real income. Today, this basic service packa^ midit include digital, inter- 
active voice and data^ as well as one-way broaocast video. As technology progresses, 
this definition could oe enhanced to include interactive, integrated voice, data, and 
video. 

In addition, care should be taken to define universal service as a "capability," not 
a "technology." The same service can be provided using a number of competing tech- 
nologies. Carriers should be free to determine which technology most efaciently pro- 
vides a ^ven service. 

Question. What level of competition can we expect to see in smaller states? 

Answer. Under pro-competitive legislation like S.1086, it is reasonable to expect 
that local competition wiH evolve in all states, both small and larse, uii)an and 
rural. Technological developments and innovations in the lab for wireless, wire, and 
optical transmission are changing the benefit/cost calculations, and thus, hold out 
the potential for competition readiing most areas of the United States. In fact, as 
has been the case with long distance, more than two additionid providers are likely 
in most urban areas and many rural areas. 

But there are no ^arantees that coii4>etition will evolve eveiywhere. Therefore, 
the legislation must include provisions, as S. 1086 does, to allow for monopoly regu- 
lation in areas where competition does not evolve. 

Question. What is the best way to ensure that we do not become a nation of infor- 
mation have's and have net's? 

Answer. BasicaUy, three elements must be included in legislation to ensure that 
the nation doesnt become bifurcated. First we need to foster competition in local 
communication services. As we have already seen in the equipment and long dis- 
tance markets, competition brings down the price of goods and services, making 
them more affordable for the disadvantaged and those in YaA cost areas. 

Second, the FCC must be given clear authority to estabhsh a rolling definition of 
universal service. As explained earlier, this aut£U)rization should include guidelines 
for the FCC to ensure that all Americans have access to the services they need to 
maintain full employment and a rising level of real income. 

Finally, a financing mechanism needs to be establishcMl that requires all competi- 
tors to contribute their fair share to the goal of providing universal basic service 
as envisioned in S. 1086. This financing mechanism needs to be established on a 
national basis, not solely on a regnal or statewide basis. A national plan is nec- 
essaiy to ensure that subscribers in peorer states have access to surplus resources 
generated in more wealthy states. 
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QuesUan. How do carrent rules disoourage investment? 

Answer. The current local exchange monopolies face numerous regulatoiy com- 
plications as they attempt to invest in their netwoiks. First of all, they are re- 
strained in their investment behavior l^ state regulatoiy authorities that can sim- 
ply choose to disallow investment. The cost of sudi disa&owed investment must be 
carried solely by the shardiolder. This creates a natural tension for the local ex- 
diange carrier in whicfa it must decide how nmdi regulatoiv ride to take. If it over- 
invests, its shardiolders wiU pa;^. If it under-invests, subscribers will be under- 
senred. It is a di£Bcult dilemma within whidi to operate, one which results in under- 
investment. 

Secondly, the current subsidy mechanism between business and residential serv- 
ice necessitates a low level of investment. Because sudi subsidies exist, local ex- 
diange carriers desperately tiy to keep the subsidies low by fnaintAining the lowest 
rates possible. This necessitates a lower rate of investment than wouM otherwise 
be the case. 

Tliirdly, local exdiange carriers are prohibited from providing the one video serv- 
ice with demonstrated demand, video programminff, which requires investment in 
fiber optics and other broadband infrastructure. If local exchanse carriers can only 
provide narrowband service, why would they invest in broadband infrastructure? 

Finally, state repilatkin inhibits and, in some cases, even prdhibits new entiy, 
and hence, competition in local teki^ne service. Without competitk>n, incumbent 
providers have less of an incentive to invest. Moreover, the demal of entiy to new 
providers certainly reduces investment. 

Question, What effect would the changes you recommend have on universal serv- 
ice? 

Answer. If legislation is enacted to create a con^titive market for local service, 
in all prdbabili^, universal sendee will be improved. By enacting the statute, the 
Congress will be able to give clear directk>n to the FCC to improve the nature of 
universal sendee. 

This wOl be naiticularly helpful for the rural areas. As you know, rural areas are 
oftentimes the last to benefit mm investment in telecommunications infrastracture, 
particulariy those areas that do not benefit from REA financing. Enacting legisla- 
tion now would no doubt accelerate the pace of investment in rural areas beciBiuse 
Congress would speak on the matter. 



PRBPARBD &TATEMBNT OF CONSUMBR FBDRRATION OF AMERICA 

Because the Consumer Federation of America (CFA) is veiy concerned that local 
telecommunications conmetition wiU not develop evenly, or at all (particular^ in 
rural renons), we urge the Commerce Committee to amend S. 1086 with a dearly 
worded "universal service' insurance policy and regulatoiy safeguards Qike ttiose 
proposed by Senator Inouye in S. 2112, introduced last oongres^. we believe that 
universal service involves preservation of the 60 year old dedindng-real-prioe trend 
for local teleidione service and the re^latoiy flexibility to, from time to time, ex- 
pand universality to include new services that become essential to day-to-day com- 
munications. In my written testimony. I propose modification of toda/s ruru hi^ 
cost fund, k>w-income lifeline fund, and carrier interconnection diaiges that oontrm- 
ute to local infrastructure costs, to protect consumers against local rate increases 
that exceed historical levels, as local telecommunications competition grows. 

By locking in those local price protections. Congress can open the door to oon^ti- 
tion without jeopardizing tlie social benefits that our traditional universal service 
policy yielded from a monopoly environment. Also, by establishing price limits for 
local phone service, Congress can ensure that areas m whidi competition does not 
develop will be no worse off than they are in today's monopoly environment. 

CFA believes that, before local telei^ne companies are allowed to expand into 
new maricets— information, video or lonff distance^— consumers should have at least 
one other viable vender to choose local i^ne service from, and strict regulatoiy 
safqguards must be in place to prevent anticoii4)etitive practioes. Unfortunately, S. 
1086 does not provide adequate protections to ensure the maintenance or growth of 
competition in all telecommunications maricets. We ui^ the committee therefore to 
add the strict separate subsidiaiy, cost allocation and other regulatory reqpiirements 



1 Whils loog distanei orioes are not <teaipetitive^ fbr the most popular oonranwr Mrvioes (Im,, 
evening, night, and weehend dieomnt ntes have risen slightly in reomt yeanX there is no indi- 
cslion that the Ben conpaoisB wmiM be nioie likdy than fliiatiiv kM« distance carrien to re- 
doeenites fbr the tyBicaCaman-vohuneoonianierlooff distance costomer. 
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proposed in S. 2112, to prevent anticompetitive pracUoeB* as the local exdiange car- 
riers are allowed to diversify. 

QuBsmoNS Asked by Senator Presslbr and Answers Thereto by Mr. Lasher 

LOCAL OOMPETITIONAmiVERSAL SERVICE 

Question. What services de you think should be universally available? 

Answer. The question on what services should be universally available depends 
upon the entity asking the ouestion. Does a household anywhere in the country 
need access to the same broadband data communications that the Sioux Falls sdiool 
svstem, hospitals or the University of South Dakota may require? Probably not! But 
the^ shoula have access to advanced services sudi as two way interactive video 
which could be mado available throu^ upgrades to existing telephone or cable tele- 
vision wires. Wireless communications may prove more cost effective for deliveiy of 
service in rural and low population density areas for advanced services. If certain 
services are essential to day to day communications, such as avulabihty to bank 
automated teller machines have become, then they should be available to ul. 

Question. What level of competition can we expect to see in smaller states? 

Answer. The availability of services describea in (1) will be dependent upon not 
just the consumer demand for such services but also the ease with whidi tney can 
De deployed— often a regulatoiy decision. Lon^ distance competition has flourished 
in South Dakota under the auspices of an enlightened regulatoiy agency. The Com- 
petitive Telecommunications Association Definitive List of Long Instance Carrien 
lists six (6) long distance companies headquartered and providing service in the 
state. This does not even include the services that are most likely available from 
more national carriers. Similar growth for competition among local providers of 
service could be experienced if the maiket was opened to fall and fair competition 
as envisioned in S. 1086. 

Question. What is the best way to ensure that we do not become a nation of infor- 
mation haves and have-nots? 

Answer. The best way to ensure that we do not become a natk>n of informatbn 
haves and have-nots is to continue to encoura^ the development of competition b^ 
moving regulatoiy barriers to entiy and permitting access to essential public facih- 
ties on just and reasonable terms. In today's telecommunications linked vwrld, geog- 
rajdiy is not a limiting factor, but availiubility to advanced qrstems could be. The 
decision by Citibank to locate its credit card servicing operation in Sioux Falls is 
witness to this fact that the ruralAiiban make up of a state need not be determina- 
tive in attracting business and sophisticated information users Uiere. 

Question. How can we ensure fair competition? Is there a danger that telejdione 
companies could cross-subsidize competitive services with rate^yer revenues? 

Answer. When any maiket that has been a monopoly is initial^ opened to com- 
petitbn, there is always a concern that the entrendied provider wiU tfULe advantage 
of their superior knowledge of the customer base, including years of relationships, 
and ability to shift costs to still as ^et noncompetitive market segments in order to 
thwart the development of oompotition. When AT&T was divested, the Court or- 
dered and the FCC implemented a complex set of safe suards designed to ensure 
the development of a competitive long distance market place. These safefluards in- 
cluded the implementation of e(]ual access and customer presubscription. It also in- 
cluded heavier regulatory oversisht for AT&T than for the developmg competitors, 
with requirements for AT&T sucn as tariffed offerings with cost of service justiJBca- 
tion. These mechanisms allowed the long distance market to develop into a competi- 
tive market As portions of the market, such as business services, were deemed to 
have become sufficiently competitive, AT&T was relieved of its regulatory burdens. 

In order to ensure fair competition in the local telecommunications market, we 
must set standards for interconnection that would be analogous to opening long dis- 
tance to equal access, each entity providing service must oe able to do so at the 
same cost of access and on equal technical conditions. Local telephone conq[>anies 
should, like AT&T before theuL be subject to increased regulatoiy scrutiny until 
sudi competition develops. While ALTS has not espoused a position on the BIFJ 

Siiestions raised in S. 1086, believing that those issues are best argued by the par- 
es most familiar with the ramifications of any changes, ALTS is very concerned 
about granting the local companies any additional regulatoiy or pricing flexibility 



'Our written testimony cites previous documentation of Bdl company competitiTe abuses and 
xatepaver rip-oflb. This pattern of abuse has continued since the intormstion services restriction 
was nited, with ratepayen facing local phone bills that are inflated by billions of dollan abofve 
reasonable price levels. 
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pending the eetabtiahment of truly effective competition. To this end, we are at- 
tempting to develop a definition of effective competition to submit to Uie Subcommit- 
tee hy Friday, October 1. 

PROTBCnON FOR RURAL ARBA8 

Question. What steps can state and federal regulators take to ensure that new 
services reach rural areas? 

In addition to our comments contained in a previous Question above, any govern- 
ment programs designed to incent new infinstructure investment in rurai areas, 
such as the REA loans of past, should be available on an open and fully competitive 
basis. 



Prrparbd Sfatbicbnt of Intbrmkdia CoiofUNiCATiONS OF Florida, Inc. 

Intermedia Communications of Florida* Inc. (ICT) is pleased to endorse S. 1086 
and its pro-competitive measures that will open the local telecommunications mar- 
ket to competition. As a leading provider of conmetitive telecommunications serv- 
ices, ICI believes S. 1086 will provide the momentum and catalyst for construction 
of an advanced telecommunirations infivstructure throu^iout the United States. 

ICI applauds ym for assuming leadership on this criucal Issue and for your fore- 
si^t in recognizinff that current restrictions on competition stand in the way of the 
full development of the advanced telecommunications infi-astructure in this country. 
Your introduction of S. 1086 has advanced the debate on the role of competition m 
telecommunications. As S. 1086 appropriately recognizes, a national policy promot- 
ing competition is essential to break down the barriers that thwart conqpeution in 
the local exchan^ market. 

Free competition wiU do more than any government policy or regulation to foster 
the development of an advanced telecommunications infrastructure and spur new 
private investment in telecommunications and in our economy. Tlie products of com- 
petition will be a new diversity of sendees and customer choice, as well as job cre- 
ation and real economic growth. 

While ICI is a firm supporter of S. 1086, ICI encourages vou to consider amending 
the non-discrimination provisions of S. 1086 to require tnat all utilities and tele- 
communications carriers charge non-discriminatorv pole attachment and conduit 
fees for all telecommunications carriers and cable television sjystems. Sudi an 
amendment would facilitate the development of competition and mcrease customer 
dioice. 

ICI— A LBADINO OOMPBTmVB ACCBSS PROVIDBR 

By way of background, ICI is one of the leading jproviders of competitive access 
telecommunicatMns services in the United States. iCFs fiber optic netwoiks in Or- 
lando, Tampa, Miami, Jacksonville, and St. Petersbuig provideTlorida customers a 
much-needed alternative to the local telei^ne companies for the transmission of 
voice, data and video signals. Throu^ netwoik route diversity, multi-vendor secu- 
rity, ni^-quality transimssion, and sophisticated broad bandwidth products, ICI is 
meeting the needs of Florida businesses for competitive leading edge telecommuni- 
cations seivices. ICI also assists telecommunications users in solving complex 
netwoikinp problems that enable them to reduce costs, improve efficiency and in- 
crease their competitiveness. 

COMPETmVB ACCESS PBOVIDBRS DBMONSTRATE THE PROMISE OF COMPETmON IN 
LOCAL TELBCOMIfUNICATIONS SERVICES 

Competitive access providers f'CAPk") emei^d in direct response to the consumer 
need for high capacity, reliable, dependable communications networks. CAPto provide 
an alternative to the local teleidione company for end-user business customers and 
long distance earners and provide a choice or vendors, innovative new services and 
superior service quality, using fiber optic cables whidi nave nearly limitless capacity 
and unparalleled quahly. 

Today, however, competitive providers of local telecommunications services, sudi 
as ICI, are extremely limited oy historical regulatoiy obstacles to local exchange 
competition that continue to exist but that have no place in today's advanced tele- 
communications age. Currently, ICI is permitted to compete for oiuv a small poition 
of local telecommunications services. Passage of S. 1086 would alleviate this prob- 
lem by permitting CAP entry into virtually all local service maikets. 

The primaiy ser^oes of CAPS today are: (1) dedicated transmission facilities bs- 
tween various point-of-presence of long distance carriers, providing backup facilities 
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in case of service Interruption; (2) dedicated lines for laroe telecommunications 
users to connect with their long distance carrier, bypassing tne local telephone com- 
pany; and (3) enhanced produces and services, such as interconnection oi local area 
networks and enhanced transport services utilizing frame relay and asynchronous 
transfer mode technologies for corporate customers. The majority of local tele- 
communications services remain subject to the exclusive monopoly of the local ex- 
change carriers. S. 1086, however, will remove antiquated state and local barriers 
to competition and permit ICI to offer its customers comprehensive local tele- 
communications services. The strong user response that CAPa have received in this 
limited area provides a glimmer ofthe benefits of full competition for all local ex- 
change services. 

NEED FOR NON-DISCRIMINATION IN POLE ATTACHMENT AND CONDUIT FEES 

ICI encourages 3fou to consider amending the nondiscrimination provisions of S. 
1086 to prohibit utilities and teleconmiunications carriers from imposingdiscriniina- 
tory diarges for access to conduit, pole attachments and rifi^tSHDf-way. This amend- 
ment is consistent with S. 1086 ana furthers its goal of eliminating barriers to com- 
petition and opening the local telecommunications maritet to full competition. 

ICI has experienced first hand the excessive and discriminatory fees imposed by 
utilities for pole attachments and conduit occupancy. ICI currently leases facilities 
from a cable television company that utilizes pole attadiments provided by Florida 
Power Corporation (Tlorida Power^. Florida Power has imposed pole attachment 
fees for ICfs teleconmiunications services that are 576 percent hi^er than the price 
cable companies are diarged for the same facilities, even when they offer common 
carrier services that compete with those CAP services of ICI. Specifically for the 
year 1992, Florida Power charged the following discriminatoiy pole attachment 
rates for cable companies and telecommunications carriers: 

Annual pole attachment rate per distribution pole: Cable TV Company, 
$3.44; Telecommunications Carrier, $23.25 — ^Difference, $19.81 (576 percent). 

Annual pole attachment rate per transmission pole: Cable TV Company, 
$10.19; Telecommunications Carrier, 68.87— Difference, $58.68 (576 percent). 

Recent developments appear likely to exacerbate the situation further. Several 
power utilities now are seeking to enter the telecommunications maritetplace them- 
selves, and when they do, they will have a stronff incentive to ehmp UQJjuflt and 
discriminatory rates to their competitors. Tampa Eaectric Company ("flfiCO^, or ex- 
ample, recently applied for alternative access vendor ("AAV*) status in Florida. If 
the Florida Commission grants its application, TECO would be able to utilize its 
own pole attachments at cost, while tending off competition with discriminatoiy 
rates. 

A recent decision by the Court of Appeals for the D.C. Circuit has confirmed the 
ability of utilities to continue such discriminatoiy practices, specifically it has sanc- 
tioned the disparate pole attachment and conduit occupancy chaiges that a utility 
company assessed cable television companies and telecommunications nroviders. in 
Texas UtUities Electric Co. v. FCC,^ ike D.C. Circuit affirmed the FCjCs decision 
that the federal Pole Attachment Act requires utilities to impose a single rate for 
all pole attachments by cable TV companies, even if the attachments are used ly 
the cable television irystem to provide telecommunications services. The D.C. Circuit 
also held that its jurisdiction extends only to attadiment rates diarged to cable tele- 
vision systems and not to competitive providers seeking to provide telecommuni- 
cations services that may compete with cable TV companies. The FCCs decision 
gives cable TV systems a competitive and discriminatory cost advantage over other 
competitive providers of telecommunications services such as ICI. 

The FCCs decision was based primarily on its limited view of its statutoiy juris- 
diction and calls out for a legislative solution to reflect current competitive condi- 
tions that can appropriately be provided by S. 1086: 

We are mindful of the competitive concerns raised by TU Electric. * * * How- 
ever, we cannot refrain from fulfilling our statutory mandate to ensure just and 
reasonable pole attadiment rates, terms and conditions for cable television i^ys- 
tems operators, simply because our authority may not extend to eveiy competi- 
tor in the data transmission maiket. We recognize that the result we readi 
today will afford cable television system operators an advantage over other com- 
petitors who are not entitled to regulated pole attachment rates under Section 
224. * * * While the Commission favors opening markets to competition as 
fully as possible. Congress, by enacting Section 224, expressly limited its appli- 
cability to cable television systems. 
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Federal legislation is the only way to ensure just, reasonable and nondiscrim- 
inatoiy conduit and pole attadiment rates, terms and conditions for all entities pro- 
viding local telecommunications services to the public. Equitable treatment of all 
local service providers is requixed for the promotion of robust competition. 

ICI stands ready to assist the Senate as it considers S. 1086 and the benefits of 
competition in the local telecommunications market. We look forward to woiking 
with you on this important issue. 



Questions Askbd by Sbnator Prbsslbr and Answers Thereto by Ms. 

Eastbruno 

local oompetition/ universal sbrvicb 

Question. I am concerned not only with access to affordable phone sendee. I care 
about the quality and diversity of services available in small states like South Da- 
kota. If access to the information supeihi^way becomes an essential means of fully 
participating in society, we may need to redefine universal service. What services 
do vou think should be universally available? 

Answer. Eveiy actual or potential user must have at least dial tone access, pro- 
vided for the foreseeable future by the local exdiange telephone company, or "LEG." 
The debate over the last several years, in CWA's view, has shifted meanings of 
terms and the perceived basic needs of users. 

The network should be set to offer all desired and required services; how these 
services are to be paid for requires close public agjency monitoring, to ensure that 
the ordinary user who only wants and needs banc (ual tone is not overchai^d. 
(About a dozen years ago, much debate concerned the question of whether 'touch- 
tone" service was part of the basic pad^age or something beyond. That question be- 
came moot as local telephone exchanges were modernized, with the result that all 
access lines became *toudi-tone*; to remove the *touch-tone* feature would have en- 
tailed extra cost.) 

Beyond the discussion above on basic dial tone service, the response to the queiy 
is that the users should have as many service options as the providers can offer at 
reasonable and affonUd>le (as determined on soUa legal records) rates. 

Question. What level of competition can we expect to see in smaller states? 

Answer. In the smaller (populationMiral) States, only modest degrees of competi- 
tion can be foreseen. Low population density is a factor woridng against hi^ de- 
crees of competition. The Gonsress must keep in mind that the presence of competi- 
tion in a given market often leads to easier entiy into and exit from that market. 
Over the last two decades^ competition has encouraged providers to abandon or 'i«- 
price" (i.e., raise prices) for some services and equipment. Apparent lonjK distance 
toll reductions should not doud this issue: end-user access chuges usually are not 
factored into this p«urt of the debate. 

Question. What is the best way to ensure that we do not become a nation of infor- 
mation haves and have-nots? 

Answer. The definitions of Information haves and have nets* never have been 
stated with clarity in the bng policy debates of the last dozen years. Espedally un- 
clear is whether the ordinary (perhaps low-income) basic service user who only uses 
the telephone for voice messa^s is a 'liave not." Basic telephone service can aiigu- 
ably be taken as pladng the user into the 'liave" categoiy. 

The question seems to be cast in the context of assuring continued universal serv- 
ice. Government can ensure that rate structures provide sufficient resources to help 
pay costs of basic local service affordable to all. All carriers and large customers 
using parts of the overall netwoik must be recjuired to contribute toward local serv- 
ice co^, even when 'liypassing" certain fadlities. 

The "carrier of last resort" LEGs must have enou^ revenue to continue their op- 
erations offering hii^-qualify service. 

Question. 8. 1086 would allow telephone companies pridng flexibility to respond 
to their new competitors. It is always a difficult regulatoiv problem to introduce 
competition into what was previously a monopoly maikets We all know the FGCs 
resources are severely strained. State regulators also have limited resources. How 
can we ensure fair competition? 

Answer. Tair competition" can be ensured first by defining the term "competi- 
tion." For the last 15 years, GWA has been publicly calling lor the Gongress and 
FGG to define the term in order to evolve rules. The September 8 hearing thus be- 
came a mcgor vindication of GWA's long and lonely quest to divine the meaning of 
a key term. 

A second needed step is to ensure that only one set of rules will apply to all pro- 
viders; this means equal tariffing, disclosure and Section 214 requirements, in pub- 
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lie files. Tariff "forbearanoe'is an improper public ^hcy^ nnoe only some carriers 
are required to meet the full set of regiUatoiy requirements. CWA urges the Con- 
gress to remind the FCC of the need for neutrality. 

Fair competition then depends on the willingness of regulators and competitors 
to use enforcement tools available. 

Question, Is there a danger that telephone companies could cross-subsidize com- 
petitive services with ratepayer revenues? 

Answer. While some cross-subsidy danger may exist, regulatoiy actions are able 
to prevent improper flows of funds. Imposition of rules rec^iring the separate sub- 
sidiary device to cut down on the danger of cross-subsidy is itself an anti-competi- 
tive action, since only some — ^but not slu — ^providers would be faced with such rules. 
In the example of the '^on-dominant" carrier, ratepaverlsubscriber revenues would 
be allowed to flow with little restriction; revenues of "dominant" carriers would be 
treated differently. Since the term "cross-subsidy" is so often used, it requires a defi- 
nition. 

PROTBCnON OF RURAL AREAS 

Question, S. 1086 requires regulators to ensure that rural customers have access 
to hi^-quality telecommunications services. The bill specifically directs the FCC to 
ensure that local telephone companies in the same geographic area engage in joint 
coordinated planning and design of the telephone network. However, the bill does 
not provide much further direction. In your opinion, what steps can state and fed- 
eral regulators take to ensure that new services reacn rural areas? 

Answer. Regulators should recjuire carriers to plan and design on a coordinated 
basis, using their current authority. Requiring the hij^est quauty of basic services 
and a uniform set of tariffing and other rules will help ensure better service for 
rural areas. Competitors of conventional telephone companies must be required to 
contribute toward rural area costs. 

MFJ issues: long DISTANCE 

Question, S. 1086 would amend the AT&T consent decree's (MFtTs) so-called 
"interLATA" (long distance) restriction to allow the Bell Companies to provide cer- 
tain long distance services. Spedfically, it would permit them to provioe some cel- 
lular and cable television services across LATA boundaries. Essentially, the bill 
would codify limited waivers currently pending before the Department of Justice. I 
understand that the Bell Companies would like the waiver completely lifted. Their 
competitors may agree to these limited provisions, but want to make sure long dis- 
tance relief goes no further. How mudi competition is there today in the long dis- 
tance market? 

Answer. Considerable competition exists today in both inter- and intra-LATA 
markets. Many States are in process of allowing expansion of intra-LATA offerings. 
The FCC Common Carrier Bureau's Industiy Analysis Division periodically reports 
on the several hundred facilities-based and resale long distance providers. 

Question, How would Bell Company entry affect that competition? 

Answer. Bell company entiy into inter-LATA services would considerably increase 
the supply and competition. The smaller resale carriers can be expected to exit the 
business in the presence of more large competitors. 

MFJ: INFORMATION SERVICES 

Question, The Courts have lifted the information services restriction. S. 1086 
would not reimpose the restriction, but it would impose certain safeguards designed 
to prevent the Bell Companies from cross-subsidizing their 'information services." 
ana from discriminating against their competitors. It would also require the Bell 
Companies to use separate subsidiaries to' oner electronic publishing. Are these safe- 
guards necessary? 

Answer. Current law and regulatory policy are sufficient to prevent the litany of 
imputed abuses often ascribed to the Bell companies. The "safeguards" of S. 1086 
are superfluous, unnecessary. CWA opposes the oiU in its present form. 

Question, How effectively will the safeguards prevent cross-subsidization and dis- 
crimination? 

Answer. As set out above, the legislation's "safeguards" are unneeded. Enforce- 
ment of current law and regulation will be sufficient. CWA views the "safeguards" 
as incomplete, with onlv selective enforcement included. 

Question. The Bell Companies have been able to offer information services in the 
absence of these safeguaros for almost two years. Do we have any evidence of the 
Bell Companies cross-subsidizing or discriminating in the provision of information 
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services during this period? If not» do you think the safeguards are needed? Why 
or why not? 

Answer.CWA is not aware of any evidonoe of abuses by Bell companies in offering 
and information services. 

CWA does not favor imposing "safeguards" until sudi evidence establishes a pat- 
tern of abuse. If competition is to be the poli^, those wanting to con4)ete ou^^t to 
be free to do so, with minimum and consistent restrictions. 

In CWA's experience, many who call for "safeguards" are off the mark, l^ also 
telling the Congress that even with "safeguardr' the user will not be protected. 
Some of these parties show themselves unwilling to woik to evolve oolides to help 
avoid the abuses they grimly predict We believe a consistent set or rules for com- 
petition will be an enective solution to this question. 
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